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THE SPECIAL TAXATION OF BUSINESS PROFITS IN 
RELATION TO THE PRESENT POSITION OF 
NATIONAL FINANCE? 


I. The Financial Problem. 


THIs paper is to be devoted mainly to a consideration of the 
expediency of taxing business profits in the present emergency, 
and will deal with the matter rather upon the economic or 
theoretical side, and pass more briefly over questions of practical 
administration and legal form. By way of preface to the subject, 

_it is hardly necessary to occupy much time in proving that the 
present position of national finance is a serious one, and that the 
task of putting the revenue and expenditure of a normal year upon 
a sound basis is one of great difficulty. At the present juncture it 
is literally impossible to forecast the aggregate regular commit- 
ments that we should endeavour to cover by taxation or other non- 
loan resources, because we are in the dark as to the general policy 
that will be adopted in regard to subsidies for bread, coal, housing, 
for unemployment pay, etc., or as to whether there will be any 
charge upon the Exchequer for deficits on railways and the post 
office. There are many different estimates as to the probable deficit 
on the present basis of revenue, varying, perhaps, from 50 to 200 
million pounds ; and, despite the genuine efforts that are now | eing 
made to economise in administrative expenses (which, after all, 
are a small matter compared with the commitments of main 
policy), it seems not unlikely that the additional revenue which 
it is necessary to obtain if the budget is to be properly balanced 
will be nearer the latter than the former figure. In any case, it 
is not essential to the present purpose that the amount should be 
exactly determined ; it is sufficient to indicate that a large gap 
exists on our present commitments, and that if we are to be solvent 
as a nation upon our Government account, additional sources of 
revenue must be found. 

1 Read before Section F of the British Association, at Bournemouth, Septem- 
ber 12th, 1919. 
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II. Suggested Remedies—A Choice of Evils. 


Apart from suggestions for minor taxes which, however useful 
and proper, do nothing more than mitigate the trouble, there are 
three main lines of thought at present active, viz. :— 

1. A substantial increase of the income tax and super-tax 
rates. 

2. A levy on capital—either upon all capital or upon war 
fortunes. 

3. The taxation of business profits by methods which, 
while differing from the present excess profits duty, are 
lineally descended from it. 

It is to the third of these that attention is now specially 
directed, but it is first necessary to give brief consideration to the 
other two proposals. For all taxation is objectionable to us per- 
sonally, and has unpleasant reactions in economic life ; therefore 
there is little positive pleasure in recommending or supporting a 
scheme of taxation. It is easy for a critic to point out difficulties 
of practicability, of equity, or of economic propriety, in almost any 
scheme ; but we are faced with a dangerous situation, and we have 
to make a choice whether we like it or not. It is a choice of evils, 
and therefore nothing is gained by proving in the abstract that 
a particular proposal suffers from defects. The real thing we have 
to ask is, “Are its defects less or more than those of the rival 
schemes?’’ If one were sentenced to an unpleasant death, there 
would not be much point in the complaint that to be boiled alive 
is painful, where it is rather a question of the comparative merits 
of boiling and frying. With whatever zest that it is possible for 
human nature to summon in the selection of disagreeable alterna- 
tives, the enthusiastic search for truth in this matter is the com- 
manding need of the moment. 


III. Increases in Income Taz. 


We may look briefly at the first proposal. The taxation of 
income by increased rates may be resolved into an attempt to 
obtain a much larger amount from the lower incomes or from the 
highest incomes, or a general increase throughout the scale. The 
first alternative is full of political difficulties. The current ten- 
dency to give effective recognition to differential ability in the 
payment of taxes owing to the possession of a wife and family 
means that in practice the exemption limit is already in the neigh- 
bourhood of £250, and that we have a tax on bachelors and 
spinsters. One has only to consider the problems raised at this 
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point by the attitude of the miners and others to decide whether 
or not it is a politically practicable proposal that persons with 
incomes between £70 and £200 per year shall bear an average 
burden of £20 per head. At the opposite end of the scale the 
suggestion that the higher incomes, viz., those above £3,000, 
should bear a graduated scale rising to 16s. or 17s. in the £, or 
even to total extinction of the amount above certain levels, raises 
econoraic issues rather than political ones. 

If, as appears to be the case, the mainspring of action in 
the production of capital for new enterprise is to be found in these 
classes, it is probable that the economic check to the accumulation 
of capital would be very serious. If the inducement to put by 
money with the expectation of an 8 per cent. dividend really 
resolves itself into 2} or 3 per cent. net, or if not more than 14 to 2 
per cent. net can be obtained from War Loan, the pressure to 
‘‘ eat, drink and be merry,’’ and to discount future goods as com- 
pared with present pleasures, must become very marked. 

It may be argued, of course, that all taxation has to be borne 


_ out of income, and that if you impose it in other ways the effect 


will be the same. Such a contention would ignore the psychologi- 
cal aspects of the case, and the patent fact that one line of action 
can easily be pushed beyond a point where it is continuously 
profitable. 

It may well be that if the various forms of relief in the scope of 
charge which are being urged before the Royal Commission on the 
Income Tax are given effect to, the area of taxation will be so 
diminished that a considerable increase in the actual rates of tax 
will, in any case, be required to maintain the yield. If such be 
the case, there is all the less scope for meeting the present emer- 
gency by this plan. 


IV. A Levy on Capital. 


The second course, viz., the levy on capital, either as a whole 
or on capital accumulated during the war, is a proposition which 
has had great publicity, and the main issues of which are fairly 
well known. It is not desired to deal at any length with the 
subject in this paper, but it will suffice to say that, despite its 
obvious virtues, the proposal has many grave defects. In the first 
place its practical difficulties in relation to the assessment of life 
interests, reversions, trusts, insurances and the like, are so con- 
siderable that it could not be carried through on simple lines. It 
is greatly feared that it would be handicapped by what is the 


greatest curse of any tax, namely, a feeling of injustice or annoy- 
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ance on the part of the majority of the payers. It could never be 
the “single bite” or the “clean cut” that it is often represented, 
for the instalment system for unrealisable wealth, the annual 
adjustment system necessary for all capitalisation of highly fluc- 
tuating profits, the periodic revision of all valuations made in the 
light of future contingencies which fail to materialise according to 
the actuarial basis adopted (e.g., life interests and reversions) ; 
and, fourthly, the high annual income-tax upon earned incomes 
proposed as a counterpoise for that class of wealth, would all con- 
stitute a mass of continuous and sustained tinkering with the 
original impost ; so that, instead of the so-called single effort ‘‘ and 
done with it,’’ we should have an assessment hanging round our 
necks for a generation. 

Its second serious defect is that, while its advocates amongst 
economists find its justification in a pure commutation of future 
high rates of income-tax, it could not in practice be an actual com- 
mutation, and there is no kind of political guarantee that it will 
really be a commutation at all. Outside of the economic support 
on this ground, the main impetus for the scheme comes from 
those who are not prepared to give any guarantee of non-repeti- 
tion, or of lowered income-tax, but desire to have both the levy 
now and the future high rates of income-tax also ready to be 
devoted to other purposes and new social objects. 

Thirdly, the effects upon the economic stimulus to the accumu- 
lation of capital and extension of production, if non-repetition is 
not guaranteed, or, indeed, is not probable, have never been 
properly worked out, but they must, at least, be very important. 
Nothing in the history of the past as to the economic character 
of the saving instinct, or of the provision against future con- 
tingency, or of the relation between interest and waiting, or 
interest and abstinence, or interest and the discounted value of 
future goods against present goods, throws any light upon such a 
problem as is presented by the prospect of a substantial confisca- 
tion of savings at irregular intervals within the lifetime of the 
person saving or expected to save. All business enterprise, all 
provision against domestic disaster, all insurance, take on a new 
and unknown element of risk. 

Fourthly, the capital levy cannot properly be related to the 
principle of ability to pay, because the ability varies from year to 
year according to personal circumstances in the most striking way, 
and, therefore, cannot be commuted, whereas the burden of the 
levy is, by hypothesis, a commutation of the burden upon income 
over a long period. 
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Fifthly, the levy proposal cannot deal satisfactorily with the 
distinction between the gains of profiteering and ill-gotten wealth 
as compared with the results of pure thrift and worthy enterprise 
in the past. 

Sixthly, it does nothing towards the problem of future pro- 
fiteering, and acts in no way as a brake upon those dynamic ele- 
ments of the present and the future in our social system which we 
are anxious to see brought under control. In the writer’s judgment, 
although circumstances may indeed compel us to resort to it, the 
proposal is so full of dangers and defects, which are perhaps not 
quite so superficially obvious as its advantages and virtues, that 
we should be well advised to consider whether the dangers and 
defects of other alternatives are not to be preferred. 


V. The American Excess Profits Tax. 


This paper is to be devoted to a consideration of the taxa- 
tion of business profits as such, apart altogether from the indi- 
vidual interests therein, and, primarily, to seeing whether such 
taxation, as exemplified in the American system, has any sound 
basis in economic doctrine, and can be justified by the broad prin- 
ciples of taxation; whether it is likely to have any bad effects 
upon production and the accumulation of capital; and, briefly, 
whether its practical difficulties are such as to condemn it. 

Taxation of business profits, or an excess profits duty plan 
different from the plans adopted by England and other European 
States, was first introduced in Canada in May, 1916, but in the 
German scheme introduced earlier the rate of charge upon the 
excess depended closely upon capital also. The Canadian plan 
ignored pre-war profits, and gave a standard of 7 per cent. for 
companies and 10 per cent. for individuals, limiting the tax to 
businesses with a capital over £10,000 (unless they were munitions 
businesses), and charging a flat rate of 25 per cent. 

The first American tax was a mere flat rate or 12} per cent. on 
net profit of munitions manufacture—in short, a specialised 
income-tax. Then, in March, 1917, followed a true excess profits 
tax, a flat rate upon profits above 8 per cent. upon capital. This 
was changed by the Senate to a tax on war profits, and then 
changed back to a graduated tax on supernormal income—" a 
conscious and deliberate victory of the excess profits principle over 
the war profits.’ By ‘‘ war profits’? we in England of course 
mean profits due to the war; but in the States the term is used 
for profits made during the war in excess of pre-war times, for 
which we use the term ‘‘ excess profits.’’ The term ‘‘ excess 
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profits ’’ they reserve for profits in excess of an even and general 
standard. The reason for the change was that “pre-war pros- 
perity could establish no just ground for exemption during the 
war.’’ The standard was not less than 7 and not more than 9 per 
cent. on capital, or 8 per cent. if there were no pre-war profits. 
The tax on the excess was progressive, and the rates until recently 
were 20 per cent. on the excess profit up to 15 per cent. ; 25 per 
cent. on the excess from 15 to 20 per cent.; 35 on the excess 
from 20 to 25 per cent. ; 45 on the excess from 25 to 33 per cent. ; 
and 60 per cent. on the excess profits over 33 per cent. In the 
case, therefore, of a business making 35 per cent., the true net 
rate would be 24.8 per cent. on the whole profit, reducing it to a 
distributable yield of 26.3 in the following way :— 
Capital £10,000 Profits £3,500. 
Tax on first, say 900 Nil. 


» next 600 15% = 90 
a tee 500 25% =125 
” ” 500 35% =275 


ae 800 45% =360 
. « 200 60% =120 


Tax on £3,500 = 870 
or 24'8% 





* The yield on capital would be reduced from 35 per cent. to 
26.3. 

It will be seen, therefore, that on this method of taxing by 
‘‘ slices ’’ the final rate of the scale must be very high before the 
average rate is at all heavy. For example, the true rate on a 
20 per cent. profit is 10.75 per cent. only, reducing the profit to 
17.85 per cent. on capital. A 15 per cent. dividend would be 
14.1, allowing for the tax. If the rate of profit was 100 per cent., 
the tax would reduce it to 52.3 per cent. 

It is difficult to see how this gradual entry into taxation can 
constitute at any ordinary point a severe deterrent to personal 
enterprise beyond that point. 


VI. A Tax on Business Profits from the Standpoint of the 
Individual. 


It is useless to show that a proposed tax is practicable, and 
innocuous in its economic effects, if it is inherently unjust, and 
the consideration of its equitable character must precede the treat- 
ment of other aspects. We are in the habit of judging fairness in 
a tax by reference to the principle of ability to pay, which, in its 
modern application, means the ascertainment of the amount of 
taxation finally borne by an individual, the reduction of it to 
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terms of a percentage of his income, or a rate of income-tax, and 
then the comparison of the burden with that borne by other indi- 
viduals in receipt of larger incomes. After determining the 
amount of “income,” and adjusting it by reference to its character 
and the special family obligations upon it, we expect to find the 
total burden progressive with the income, or we should deem the 
whole system unfair, and should search out the particular taxes 
which introduced the anomaly, and condemn them. We are pre- 
pared to do this not only for all direct taxation, such as death 
duties and house duty, but also for indirect taxes that fall upon 
the necessaries of life and cannot be escaped. Such a method 
was adopted by the Rt. Hon. Herbert Samuel in his recent 
address upon the taxation of different classes of the people. In 
the application of this method we incline to stop short at the tax 
paid upon luxuries, which cannot fairly be judged on the principle 
of ability or by reference to the amount of income of the individual. 

Now the war-time excess profits duty could not be brought 
into the line of justice on this principle at all. Two companies 
might be identical in capital, pre-war profits and excess profits, 
and yet in the one instance the shareholders might be all poor, 
or might be persons whose total incomes were reduced, and in the 
other the shareholders might be millionaires, or persons whose 
total incomes had greatly increased, and if the effect of the pay- 
ment of duty were traced forward as an individual tax, in a reduc- 
tion of potential dividend, we should find the principle of ability 
violated in the most extreme ways. So we are driven to enquire 
on two points, viz., whether the principle of ability can apply only 
to an individual, as such, and whether it must be judged by the 
amount of income. Taking the second point first, the question 
is being asked, not merely how much is his income? but also, 
how did he get it? It might appear that the first recognition of 
this point was in the differentiation between ‘‘earned’’ and 
‘“‘ unearned ’’ incomes in 1907, but in reality the reasons for the 
differentiation will be found on enquiry to rest in the greater 
obligations on the spending or expense side, which necessarily fall 
upon the person whose income depends on his personal exertions 
rather than his personal possessions, and it was not conceded 
because the ‘‘ unearned ’’ income comes ‘‘ more easily.’’ The 
aspect of ‘‘ ability ’’ opened up by the question, ‘‘ How do you 
get it?’’ was first prominently brought out by the campaign for 
taxing the “windfall”—that income which comes by good luck 
or fortune, independent of thrift or exertion, and which, being 
relatively unexpected, has a special power to bear taxation with- 
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out hurt to the payer. The present writer has elsewhere called 
this power or capacity ‘‘ special faculty,’’ and it was put forward 
as the justification for taxing the ‘‘ unearned increment ’’ in the 
increment value duty and the reversion duty, and less clearly 
for the mineral rights duty. In a rough-and-ready way it was 
the popular justification for the excess profits duty. There was 
no nice comparison between the business which made 30 per cent. 
before the war and continued to make 30 or 35 per cent., and 
another which rose from 10 to 20 per cent., and so paid a larger 
tax. The pre-war amount of profit was accepted as that to which 
there was a normal title, and anything above it was ‘‘ war luck,”’ 
a “windfall ”—something which had a special power to afford a 
tax. As the Chancellor frequently said : ‘‘ Any business which in 
these difficult times has more than it had in pre-war times may be 
reckoned fortunate,’’ and it was this good fortune that gave the 
basis of principle to the tax. But as we have seen, it is not neces- 
sarily good fortune to an individual shareholder viewed in the light 
of his total circumstances. All that can be said to the individual 
is: ‘‘ We know that your income as a whole has shrunk from 
£1,500 to £1,000, and the income-tax progression will properly 
recognise that fact. We are concerned with that particular divi- 
dend of £100 which, through no virtue of yours, would now be 
£200 during the war, if it was not taxed, and we frankly pick 
it out for special treatment and take a part of the increase because 
of its windfall or ‘‘lucky’’ character. The exigencies of the 
times are such that we cannot be a partner in your losses and 
give you a set-off for the dividends that have diminished. This 
is the only kind of answer that can possibly be given to the indi- 
vidual so far as the old excess profits duty is concerned, apart 
from the question of practical expediency. We are still left to 
consider excess profits as they exist apart from war-time, and to 
ask whether, granted there is ‘‘ special ability,’ a windfall, or 
“luck ’’ receipt, such special ability can be independent of the 
amount of individual incomes and reside even in a corporate or 
non-personal body. 


VII. Collective Taxation in Practice. 


in 1917, in analysing the duties on excess profits in various 
foreign countries, the present writer endeavoured to discover the 
underlying principles, and came to the following conclusion * :— 
‘It is possible to regard the excess as a taxable unit, totally 
unrelated to any other factors, and in that case it may be sub- 


1 Economic JouRNAL, March, 1917, 
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jected to a flat rate, producing a tax proportional to the amount 
of the excess, or it may be graded in absolute steps, giving a pro- 
gressive scheme. But the excess may also be viewed in its rela- 
tion to other factors ; it may be compared with the amount of the 
standard profit, and made to bear a tax which is heavier according 
to the greater relative amount of the excess; or it may be looked 
at in relation to the capital of the business, either by the per- 
centage which the total war-period profit bears to that capital, 
or by the percentage which the excess itself bears thereto, and a 
progressive scale applied. In actual fact all these variants appear, 
but they are not all consistent in principle. In nearly all cases 
the profits of a business are taxable as a unit, and without regard 
to the circumstances of the individuals who are interested in that 
business either as shareholders or partners. It may be that tax- 
paying capacity is avowedly in principle attached to the business 
as such without going behind it to its proprietors ; or, on the other 
hand, it may be that, without any nice regard for principle, the 
convenience of the method as a taxing and collecting device is the 
chief consideration. Dr. Helfferich, introducing his measure, said 
that it was most important to get the profits of corporations at the 
source, and not to wait, before attempting to reach them, until 
they had been divided into their components in the hands of indi- 
vidual shareholders, for that attempt would often be unsuccessful. 
He said that if the profits were divided they would be lost to taxa- 
tion, and this was not merely the plea of convenience in adminis- 
tration, but also his only defence of the double taxation existing 
under the German scheme.”’ 


VIII. The Theoretical Basis. 


‘A theoretic basis for the proportional taxation of the excess 
profit (unrelated to any standards)—1.e., at a flat rate—may per- 
haps be found in the benefit principle, if it is postulated that the 
State and the community during war-time supply elements 
through which excess profits arise, and that such external assis- 
tance is unrelated to previous circumstances or to the absolute 
size of the business. Under this conception, the “tax” element 
is in the background, and the position emerges that the payment 
is a business expense, a royalty, a condition precedent to the 
making of profit. It is a payment out of gross profits before they 
can become income at all. If excess arises through increased out- 
put at original prices, the communal necessities have provided the 
conditions under which that supply is taken up, and a charge is 
made for supplying those conditions ; if the excess arises through 
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higher prices on normal output, the State makes a similar charge. 
Apart from the rare cases where excess is due entirely to reduced 
expenses, these two classes, or a combination of them, cover the 
field, and a proportional charge is, at any rate, comprehensible on 
this principle. The basis for a progressive charge on the simple 
excess is not so clear without recourse to some element of faculty. 
As soon as it is decided to relate the excess to a basis of capital 
or pre-war profit, before applying a progressive tax, the popular 
idea as to special war-time “‘ ability to pay’’ seems to have a 
chance to operate; but, of course, it is as far off as ever from a 
working principle because the popular idea is always associated 
with the principle of sacrifice and with what the fortunate indi- 
vidual can afford to pay. But apart from the fact that every 
individual shareholder in an excess-making company may for 
other reasons have a reduced total income, which is a considera- 
tion affecting all attempts to get down to the individual in this 
class cf taxation, we have this peculiar difficulty attaching to 
any relation between profits and capital; a company with 30 per 
cent. normal profit having 6 per cent. extra is made to pay a 
higher rate than a company which had 6 per cent. and rises to 
12 per cent., whereas it may well be that all the present holders 
of the former company bought on a 5 per cent. basis, and realise 
now, as individuals, 6 per cent. only on their outlay. Their 
outlay is, of course, not in the business. If, however, the pro- 
gressive income tax is left to look after individual faculty and 
the tax on excess profits is not regarded as a tax on incomes 
at all, another basis may be found for a progressive tax according 
to yield upon capital. Each business may be looked upon as a 
collective entity of “hard assets” with a capital cost value, to 
which there is attached, with its ordinary human association, a 
normai accretion of products—viz., average interest; then any 
concern, which by fortunate Konjunctur has a much larger 
normal accretion than others (i.e., a real goodwill) has a greater 
capacity to bear tax thereon without impairment of its present 
or progressive productive power. Thus by vesting an impersonal 
faculty in each self-contained aggregation of assets this form of 
taxation may be reached.” 


IX. Collective Abdlity. 


It will, I think, be agreed that taxation on the American 
modei, but more finely graded, is much more easily defended on 
the principle of ability than the British war-time duty. Pro- 
fessor Adams has said that the tax “represents, as it were, the 
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share of the State in the ‘ supernormal ’ success of every business 
enterprise. It measures roughly the value of the facilities, oppor- 
tunities, and environment provided by the community.” 

He states his opponent’s challenge very fairly that an income 
or excess-profits tax of any variety upon a business unit is 
illogicai; that its principal incidence and burden are upon the 
stockholders ; that there may be relatively strong stockholders in 
weak corporations, and very weak stockholders in strong cor- 
porations; that so far as possible we should avoid the inter- 
mediary, the go-between, and employ only the personal income 
tax. He says: “At the basis of this criticism will be found an 
assumption, conscious or unconscious, that all direct taxes are to 
be approved or condemned according as they conform to, or 
depart from, the ability standard.” 

“But it is a shallow interpretation of the ability principle that 
tests its every application by the effect of the tax upon the con- 
sumer, which surveys the taxpayer only as one who clothes his 
back and feeds his body. There are many valid varieties of the 
ability principle, and among them are those which survey the 
taxpayer in his capacity of producer, which recognise the reality 
of a composite business unit, which appreciate the truth that the 
State and community stand as silent partners in every business 
enterprise.” } 

He concludes that the American tax is not a tax upon the 
individual, to be judged by the sacrifices which it imposes upon 
him, but the prior claim of the State upon profits which publie 
expenditures or the business environment maintained by the State 
have in part produced. 


X. “Betterment” and “ Benefit.” 


Professor Adams also adopts the analogy of American special 
assessments or betterment taxes where no cognisance is 
taken of the individual’s ability to pay, and concludes: “For 
much the same reason, when an excess-profits tax is levied upon 
a corporation or partnership, no cognisance need be taken of the 
tax-paying ability of the shareholders.’’ 

We may fairly agree with his conclusion that ‘‘ Business con- 
cerns, furthermore, do possess an organic unity; they are, when 
compared with one another, less able or more able to pay; the 
ability standard does apply to them as corporate or business 
entities.” 


1 “Federal Taxes upon Income and Excess Profits.” American Economic 
Review Supplement, March, 1918, 
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But at the same time we must not go too far with Professor 
Adams in the analogy with betterment, which is essentially 
levied on the benefit principle. As Professor Seligman says: 
“The essence of a special assessment consists of a measurable 
benefit accruing to an individual as a member of a definite area, 
from a particular service rendered, and calling for any outlay 
by the Government. In a tax there is never such a particular 
service nor a separately measurable benefit. The criterion is not 
benefit, but faculty or ability to pay. The confusion arises from 
the failure to observe, as was pointed out many years ago, that 
ability connotes not only the old-time consumption or sacrifice 
element, but also the production or privilege element. A business 
tax is none the less based upon ability to pay because the pre- 
dominant criterion may consist in the profits derived in part from 
the privileges due to the general economic or legal environment. 
The excess-profits tax is a tax in which, as in many others, the 
ability of the tax-payer is measured, in part at least, by the 
privileges enjoyed. It is not to be confounded with a special 
assessment. There is no special measurable benefit conferred by 
a particular service rendered, and involving an outlay, by the 
Government.’ ! 

Professor Seligman finds, however, that, granted the prac- 
ticability of accurately .scertaining both capital and income, the 
relation between the two is unsatisfactory as a basis for a pro- 
gressive tax. He considers that this is due “to the criterion 
chosen for the basis of the graduated scale. Something can be 
said for a graduated tax on income; something can even be said 
for a gracuated tax on capital; but it is difficult to say anything 
in defence of a tax which is graduated on the varying percentage 
which income bears to capital. To penalise enterprise and 
ingenuity in a way that is not accomplished by a tax on either 
capital or income—this is the unique distinction of the law. 
For, in the first place, while it is true that excess profits are 
sometimes the result, in part at least, of the social environment, 
they are not infrequently to be ascribed to individual ability and 
inventiveness. While it is entirely proper that a share of the 
profits should go to the community, it is not at all clear that the 
tax should be graduated according to the degree of inventiveness 
displayed. But there is a still more important consideration. 
Almost all large businesses have grown from humble beginnings, 
and it is precisely in these humble beginnings that the percentage 
of the profits to the capital invested is apt to be the greatest. 


1 Political Science Quarterly, March, 1918. 
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The criterion selected, therefore, is the one best calculated to 
repress industry, to check enterprise in its very inception, and to 
confer artificial advantages on large and well-established con- 
cerns. Nothing could be devised which would more effectively 
run counter to the long-established policy of the American 
Government toward the maintenance of competition.’’ 


XI. Progression According to the Size of Business Units. 


He suggests an alternative that does not appeal to the 
present writer in the least, viz., that the excess-profits tax should 
become a progressive income tax, which would be progressive 
according to the mere size rather than the success of business. 
This would be a serious counterpoise to the economies of 
amalgamation. 

He justifies this, of course, by the greater “power” in pro- 
duction possessed by the larger capital. But surely this power 
can be best determined not by mere presumption, but by results, 
viz., the higher yield upon capital. If trusts are to be encouraged 
because of the possibilities of economies and efficiency, but limits 
are to be set to their opportunity for abusing their strength, this 
is hardly the kind of limit we want; it is a frank deterrent to 
large-scale production. Being payable whether there are profits 
or not, in the case of a large concern, it tends to become an 
element in the cost of production of large concerns, cancelling 
their savings in other directions; it would exist at the margin 
of production and so enter into price and be borne by the 
consumer. 

American experience seems, however, to be that the larger 
concerns do not in fact tend to make a higher ratio of profit, 
but rather the reverse. 


XII. What is the Incidence of the Tax? 


All persons acquainted with modern economic analysis will 
recognise that the generalisation of the rent conception which 
has followed upon the marginal principle in production has most 
important bearings upon the question of the incidence of taxa- 
tion. If the price or reward necessary for a given factor in pro- 
duction, whether interest or wages, is fixed by the reward 
payable to the marginal supplier, the superior reward paid to a 
person with a position of advantage is in the nature of economic 
rent, and, as its withdrawal would not lead to the withdrawal of 
the supply, it is capable of bearing taxation without further 
shifting. Mr. J. A. Hobson is, perhaps, our most thoroughgoing 
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exponent of this analysis, and he divides the reward paid into 
“costs” and “surplus.” The taxation of costs cannot in direct 
theory be achieved—it is thrown off, either because the reward 
essential to maintain the offer is diminished and the offer is with- 
drawn, or because the efficiency of the agent offered is diminished. 
For example, if a man is having a bare subsistence wage he may 
be made to pay a tax, but the final burden of it is shifted to the 
community, for his diminished efficiency reacts on price. Simi- 
larly, if the minimum interest which induces a given bit of 
saving is encroached upon, the saving is withdrawn, the supply 
of capital diminished, and its general price to others increased. 
But where tax falls on “surplus” it stays there. Mr. Hobson 
sets out to show :— 

(1) “That all taxes must be treated as deductions from 
real income. 

(2) “That income is divisible into (a) economically neces- 
sary payments for the use of factors of production, 7.e., costs. 
and (b) unnecessary or excessive payments, 7.e., surplus; and 

(3) “That all taxation should be directly laid upon surplus, 
because, if any taxation is put upon ‘costs’ the process of 
shifting it on to surplus first involves waste and damage to 
production, and is frequently made a source of extortion 
from consumers ; secondly, deceives the public by concealing 
the final incidence.” 

He elaborates a new kind of “ability to pay,” viz., that power 
to suffer finally and without affecting production which surplus, 
or the non-functional sections of reward—reward not required or 
earned in an economic sense—alone really possesses. This is an 
extension of the “windfall” or special faculty principle to which 
I have already referred, and is quite different in character from 
what is ordinarily reckoned as “ability,” which relies on quanti- 
tative rather than functional or qualitative tests. 

If no economic friction existed, taxation would rebound con- 
tinually from all elements of costs, shifting and shifting until 
it all rested finally in “surplus.” But friction exists to a most 
important extent, and there is a rival tendency for taxation to 
stick where it is first laid on, so that the theoretical result is not 
achieved, even imperfectly. Mr. Hobson admits that “at present 
it suffices to register a clear judgment to the effect that it is not 
feasible or equitable to attempt to earmark and attack for revenue 
the separate items of surplus as they emerge in the present dis- 
tribution of rent or dividends or profits.” 

As the test is not quantitative it is not possible to discern 
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easily which elements of income possess this peculiar quality of 
final inability to shift taxes, and which are pure costs. The 
principle of surplus is, therefore, not available directly as a 
practical canon in taxation. But Mr. Hobson presumes that 
these rental or surplus elements are more likely, prima facie, 
to exist in the incomes of larger amount—the larger the income 
the greater the proportion of it which is rental and not costs— 
so that a progressive income tax in a rough way is taxation on 
the principle of surplus. But in the writer’s judgment this 
assumption is so little likely to accord with the facts that a pro- 
gressive tax can hardly be based upon it. For an income of 
£1,000 from a happy investment in oil or rubber contains a great 
deal of surplus, whereas an income of £10,000 from house 
property or consols contains none at all. 


XIII. Possible Tendencies of Progressive Taxation. 

Mr. Hobson’s contention at least raises in the mind the 
question whether, indeed, progressive taxation in itself might 
not have a tendency to bring about the very condition of things 
upon which his assumption is based. If there is a tendency for 
taxes to rebound from certain elements of income like a golf-ball 
from hard surfaces, might there not also be an economic tendency 
for such elements to group themselves where they are least 
subject to the temporary hurts or annoyances of the heavy 
rebounds. In so far as the surfaces are free to choose, would 
they not tend to group according to lines of least resistance? 
If War Loan interest cannot finally bear taxation, would it not 
tend to be found where the smallest tax burdens are imposed, and 
would not interest which could bear heavy taxation get forced 
into the section where such taxation was found? If this were 
the case, people with smaller incomes would enjoy the advantage 
of immunity from the temporary hurt of taxation on pure interest 
as compared with people with large incomes, and this advantage 
might give them superior purchasing power over such invest- 
ments. The contention, as a practical one, is somewhat strained 
and useless, but it might have some validity as a theoretical 
corollary from Mr. Hobson’s teaching. It could be true, how- 
ever, only so long as the lucky investment yielding surplus is a 
new one, and has not been sold in the market. 


XIV. “Surplus” cannot be specially reached by a Progressive 
Income Taz. 

Another reason why the “surplus” principle as applied to 

individual taxation is wholly impracticable, is that the element 
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which is functionally surplus at its economic origin may cease 
to be such at its economic destination. For example, A. invests 
£100 in a venture which is paying 6 per cent. The venture 
“strikes lucky” and makes 24 per cent. A. has then a surplus 
capable of bearing taxation. The shares rise from £1 to £4, 
and he sells to B., who henceforth secures only 6 per cent. on 
his outlay, which ceases to have any surplus so far as he is con- 
cerned, for A. has capitalised the surplus in the sale. If B. knows 
that he is to be followed up, and that his 6 per cent. is to be 
picked out and heavily taxed because it originates in surplus, he 
will depress the purchase price, and pay less than he otherwise 
might have done, and so, although apparently paying the tax, 
actually pass it back to A., who, in capitalising the surplus, also 
capitalises the tax on it. But, as a practical proposition, the 
idea of following investments yielding 6 per cent. to their pur- 
chasers is quite hopeless. Equally, Mr. Hobson’s suggestion 
that an income tax which is progressive by the size of individual 
income, will also roughly achieve the taxation of surplus, breaks 
down completely directly sales of stock at a premium, due to 
high earning power, are made. Let A., as above, a wealthy man, 
be thus taxed on his surplus by the high progression of the 
income tax; he then sells at £4 to B., who is a poorer man, and 
so has no weighty tax to bear and with which to depress the 
purchase price. A. invests the money in War Loan, which, ex 
hypothesi, has little or no surplus. 

If the only way of taxing surplus is by a progressive income 
tax, it would be thwarted every time the wealthy sold invest- 
ments standing at a premium to their less wealthy neighbours, 
and put the proceeds in stocks with ordinary fixed yields; for, 
by hypothesis, the taxation would be thrown off their new class 
of income, and the poorer purchasers would, by the progressive 
system, not be paying tax at all. The ultimate result of the 
ensuing general diffusion would appear to be that taxation lowers 
the net return of pure interest on general capital and discourages 
accumulation to a greater extent than it would do if it could be 
imposed upon surplus and induced to remain there. 


XV. “Surplus” may be reached by a Special Levy. 


Would it not be nearer the truth to say that the bulk of the 
“surplus” in amount is the “ profit-surplus,” which can be tested 
in a fairly approximate way by an abnormal or unusual yield 
per cent. upon capital invested? It is true that 15 or 20 per cent. 
in a@ private business may represent the result of applied ability 
or inventiveness on the part of the proprietor. But in the 
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majority of cases where a yield of 20 or 30 per cent. is forth- 
coming, 10 per cent. would have satisfied the claims of the 
investor as costs (i.e., pure interest and reward for risk bearing), 
and the balance is surplus—due possibly to unforeseen circum- 
stances or luck, or due to good management, but good manage- 
ment by a paid official and not by the investor. This particular 
canon of taxation admittedly cannot be applied on the individual 
income, especially having regard to the possibility of piling up 
reserves and enhancing capital values, but it can be reasonably 
approximated to if the stream of profits is tapped higher up 
before distribution. 

In principle a tax of the American model gets nearer to the 
taxation of surplus and the exemption of costs than any other 
kind of tax. Moreover, the tax becomes the more substantial 
the greater the amount of apparent “luck,” and therefore the 
greater the presumption of real surplus is. Further, the more 
the necessary revenue can be raised in this direct imposition 
upon surplus, and the less there is reliance upon progressive 
income tax to reach surplus, the less depression there will be 
in the rate of pure interest (following upon the conclusion of the 
last paragraph) and the less the general discouragement to saving. 


XVI. Economic Effects. 


This consideration leads directly to an important economic 
question : Does the tax enhance prices? Anyone acquainted with 
economic analysis will know that it is very unlikely, as a general 
principle, that it should do so. It is often claimed in the business 
world that the present Excess Profits Duty is added to price and 
recovered from the consumer. But the implication that a busi- 
ness man does not already charge as much as the market will 
bear without curtailing demand is rather an important one and 
needs justification. This effect may indeed be found where 
demand is very inelastic, and where practically the whole supply 
is from taxed sources. Such conditions were frequently found 
in the desperate need of the Government for particular supplies 
which only a limited number of firms could supply, and con- 
tractors clearly made the Government “pay their own tax.” In 
my view there was very little truth in the contention that the 
Excess Profits Duty raised prices until, perhaps, late 1917 and 
1918, when it may have had some tendency in this direction. 
But for a graduated tax which applies only lightly over the major 
part of a supply, and with competitive forces freely working, 


such a result is far less likely. 
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Where purely competitive conditions of price exist, it is pretty 
clear that the fortunate few cannot add the tax to the price 
without giving the marginal producers an opportunity to increase 
their output. Where monopoly conditions exist for a commodity, 
subject to reasonable elasticity of demand, the price has by 
hypothesis already been fixed to give maximum profits. If the 
tax is graduated, this maximum profit, minus the tax upon it, 
will always be more than a less profit minus its appropriate tax, 
except in the extreme event where the capital required is pro- 
foundly affected. It is important to remember that under a 
progressive tax the total burden is greater if the profits fluctuate 
widely from year to year than if the same aggregate profit is 
evenly spread in time. Here is a most important influence 
making for steadiness in trade and for wise forward buying or 
selling to keep prices even, and so removing one of the causes of 
economic instability. 


XVII. But the Tax may Cheapen Goods and Encourage 
Production. 


Assume a monopoly revenue of £50,000 upon £100,000 capital 
(or 50 per cent.). It may be that the monopoly revenue on the 
larger supply (only to be absorbed at a lower price) from a capital 
of £130,000 would be £52,000 (or 40 per cent.) and the extra 
£2,000 profit resulting from the larger supply from the extra 
capital of £30,000, being only 6% per cent., is not considered 
worth while. If the graduated tax reduces a 50 per cent. yield 
to 35 per cent., the monopolist would be left with £35,000 made 
on £100,000, but it might reduce a yield of 40 per cent. only 
down to 334 per cent. and leave him with £43,333 in the second 
case instead of £52,000. In this case the employment of £30,000 
more capital may yield £8,333 more net profit, or nearly 28 per 
cent., and so be well worth while. The monopolist will be 
induced to supply a larger quantity of goods at a much lower 
price, because the differences in the total yield of capital are so 
much reduced in taxation, and the relative yield of marginal 
capital so much increased. 


XVIII. What would be the Effect upon Capital Accumulations 
and Thrift? 


There is no doubt the tax must have some tendency to damp 
initiative—the progressive taxation of the larger “prizes” in 
the lottery of enterprise and risk must lower the general 
enthusiasm. But if the tax is not heavy until the reward is 
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high, the psychological effect must be small, and salaried 
managing directors of the best type do not display initiative pre- 
cisely in proportion to the reward offered. To an even greater 
extent the effect upon accumulation is psychological. Fortun- 
ately, a large section of the total accumulation is never subjected 
to the individual option to save or spend at all—it is saved imper- 
sonally by the directorates of companies, which are much less 
susceptible to these influences than the individual. If a £17 
dividend is reduced to £14 by the tax, and appears to the recipient 
only as £14 gross, less tax at 6s.=£4 4s., net £9 16s., the effect 
is probably not so bad upon the individual as £17 — £7 4s. tax= 
£9 16s. In one case he sees a tax of 30 per cent., and, in the 
other, of 43 per cent., and the latter may discourage him more 
from saving, although there is exactly the same fund out of 
which to save. Of course it will be said that the alternative 
£17 - £7 4s. is not a true one, for in raising the extra £3 by a 
corresponding income tax, it would not apply merely to this 
dividend, but be spread over all classes of dividends and income. 
In that event the deadening influence against thrift, though less 
striking in this particular case, is more widespread. 


XIX. What will be the Effect upon Industrial Initiative and 
upon Labour? 


If the tax rises to high rates upon high yields, Labour can 
be shown that real profiteering is progressively hit the more 
obviously it becomes profiteering. At the same time business, 
as distinct from gambling, is not discouraged, for the capitalist 
knows that he is sure of retaining any reasonable return with 
little tax burden. Any tax which has any chance at all of 
pleasing both parties is deserving of serious consideration. If 
any protectionist measures are adopted, the plea for this tax 
becomes the stronger, because it serves as a corrective to those 
special advantages conferred upon individuals which are so often, 
and rightly, urged against a tariff policy. 


XX. What are the Chief Practical Difficultdes? 


Space fails for the practical aspects to be dealt with at length 
either with regard to the difficulties likely to arise here or to 
those already found in America. But some of them may be 
touched upon briefly. 

’ (1) Some businesses need a “loading” to the normal return 


to provide for special features, such as the wastage of the asset 
FF2 
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(mines, etc.), the deferment of the yield (rubber estates), or 
special risk to capital, and the economic character of this loading 
is such that it must be included in the return to capital at the 
margin, otherwise further capital will not enter the industry. 
This point has been successfully dealt with under the present 
Excess Profits Duty by the Board of Referees. 

(2) When people first hear of this tax their exclamation is 
frequently : “But what about businesses with small share capital 
and large reserves?” Of course, no tax of this kind could 
possibly be based upon share capital, but only upon the total 
capital actually in a business. If a business has a share capital 
of £100,000, and open or secret reserves amounting to £200,000, 
it may make 8 per cent. thereon, or £24,000, but declare divi- 
dends of 24 per cent. If the £1 shares stand at £3, a tax on the 
American plan would not affect them, for the invested capital 
would be taken as £200,000 and the share capital ignored, as it 
is ignored in our own Excess Profits Duty. So in the case of 
shares which stand at a premium reflecting the surplus assets 
there is therefore no reason why the value should be affected to 
any greater extent than the general effect of the tax upon shares 
standing at par. But in the second class of shares which stand 
at a premium because of the high earning power on the real 
capital, the shares should in theory be reduced in value, as the 
tax might be expected to curtail this anticipated distribution 
yield. No such effect was, in fact, discernible in America— 
possibly it was offset by other tendencies, or the tax may have 
been regarded as temporary only at the time of imposition. This 
difficulty is essentially a transitional one, and can be met, if 
necessary, by some special temporary provisions. 


(3) American experiences show that the tax tends to work 
out more heavily upon small concerns than large, partly due to 
the fact that large concerns often fail to realise such a high 
percentage of profit as successful concerns of more moderate size ; 
this in turn is partly due to the considerable personal element 
in smaller concerns and also to the fact that the larger concern 
has often fully capitalised goodwill. But it is also due to the 
fact that if business A, with £100,000 capital and profit of 10 per 
cent., amalgamates with business B, having a capital of £100,000 
and profit of 30 per cent., the tax on the amalgamated result of 
20 per cent. would on a progressive scale be less than the total 
tax which the two businesses would pay if assessed separately. 
These considerations lead up to two distinct points of difficulty 
which must now be referred to. f 
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(4) Capitalisation of goodwill. 

To prevent escape from the tax in future by capital recon- 
structions and the progressive capitalisation of goodwill therein 
does not present much practical difficulty, but the difference of 
treatment between concerns according to whether they have or 
have not reconstructed in the past is a more serious anomaly, 
for which there can only be a compromise solution, somewhat 
on the lines of the computation of capital in the existing tax. 
This ignores the capitalisation of goodwill where it remains sub- 
stantially in the original hands, but recognises it where the share- 
holders in the present company have to an appreciable extent 
actually paid for it. Or it may be met upon the arbitrary lines 
adopted in America. 

(5) Personal businesses. 

Those businesses and professions which have but little capital, 
and therefore return a high percentage of profit due to the exist- 
ence of personal earnings, cannot be dealt with under the simple 
American scheme. The scheme provides a minimum of £600 
per each business, apart from the capital standard, but clearly 
such a method affords no satisfactory basis for the taxation of a 
successful doctor or barrister, or of many types of merchants and 
agents whose profits compared with capital alone would fall to a 
great extent into that part of the scale charged at the highest rate. 
Personal services and brain-power cannot be capitalised in the 
same way as physical assets to give an accurate quantitative test 
of a normal standard, and therefore arbitrary, but generally fair, 
standards must be adopted. The American expedient is a flat 
rate of 20 per cent. on the profits of all businesses that do not 
require much capital, so far as those profits exceed £1,200 if the 
business is not incorporated ; but one need have little hesitation 
in saying that more satisfactory expedients are available. 


XXI. Conclusion. 


Formidable as the practical difficulties may appear to be, they 
are all capable of being met upon broad practical lines, either as 
adopted in the United States or by special devices suited to our 
own conditions, and they can hardly be felt to outweigh the 
economic soundness of the system when a decision upon the com- 


peting alternative remedies for our present troubles is necessary. 
J. C. STAMP 








THE GOLD STANDARD! 


WHEN we speak of a monetary standard we mean that which 
regulates the value or purchasing power of the monetary unit. 
The monetary unit is the unit for the measurement of debts. A 
debt is an economic relation which requires to be expressed as a 
number or quantity, and, in order that it may be so expressed, it 
must be expressed in terms of some unit, 

Now the subject matter of debts is wealth.- They arise out of 
transactions in wealth, and are extinguished by transactions in 
wealth. A sale of goods or a service rendered makes a debtor and 
a creditor. The debtor can extinguish his obligations, the creditor 
can satisfy his claims, by another sale of goods or service rendered. 
Such goods and services are wealth, and have value. The unit 
for the measurement of debts must be a unit for the measurement 
of values. 

The monetary standard is therefore commonly called, and 
quite rightly called, the standard of value. But it is a mistake to 
suppose that it is merely a standard of value, no more than a 
unit for the comparison of different items of wealth. Such a 
standard of comparison would be in itself something conventional 
and non-essential, for, so long as the same unit were chosen 
within the limits of each comparison, it would not matter what 
the unit might be, or whether different units were used for different 
comparisons. 

Debts, on the other hand, are the very foundation of the econo- 
mic system, and the existence of a network of debts, calculated in 
a certain unit, is an important and substantial fact. The true 
function of the monetary standard is so to regulate the unit in 
which debts are measured as to maintain the stability of that 
system. Prices, which measure the value of commodities in terms 
of the unit, and inversely therefore the value of the unit in terms 
of commodities, are themselves potential debts. The quotation 
of a price is an offer, the acceptance of which completes a contract 
and gives rise to a debt. 

The characteristic of the ideal unit for the measurement of 
debts is that it should have the same meaning when the debt is 


* Read before Section F of the British Association, Sept. 12, 1919. 
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discharged as when it is contracted. A merchant orders a con- 
signment of goods from a manufacturer in October to be delivered 
in January at an agreed price. The merchant must be able to rely 
on selling the goods through the retailers to the consumers at 
approximately the prices he anticipated; the manufacturer must 
be able to rely on producing them at approximately the cost 
estimated. 

An investor pays down a capital sum of £1,000 in exchange for 
a perpetual annuity of £50. He wants to be able to count on £50 
continuing for an indefinite period to represent the same command 
of wealth as when he made the investment. 

A man starts work on Monday under agreement to receive £3 
on Saturday. All around him commodities and services are on 
offer at prices with which he and his employer are both more or 
less familiar. In order that the bargain may be carried out in 
fact as well as in name, these commodities and services must be 
on offer at substantially the same prices on the Saturday as on the 
Monday. 

This last, it may be said, is at any rate a modest enough 
demand. Prices may vary widely in a lifetime; they may vary 
materially in three months; surely any variation in a week in the 
general level of prices must be for practical purposes negligible. 
But in reality wage agreements are especially a source of difficulty 
when the monetary standard becomes unreliable. Wages cannot 
be revised every week ; when the purchasing power of the mone- 
tary unit varies, they have to be altered at the cost, it may be, 
of grave friction, whenever the accumulated effect of the variation 
makes itself felt. Instability of wages means instability of the 
whole social system. 

The seeker after an ideal monetary standard is met at the 
very outset by a theoretical difficulty. What he wants to secure 
is that a given debt shall represent, in some sense, an invariable 
command over wealth. But the relative values of different kinds 
of wealth are themselves always varying. If the unit represents 
the same command over one kind of wealth, it will vary in rela- 
tion to another. Averages and index numbers will give an approxi- 
mate test of general purchasing power, but at the best will contain 
an arbitrary element. 

The gold standard represents a rough and ready solution of the 
problem ; it fixes the price of one commodity. The monetary unit 
is equated to a prescribed quantity of the selected commodity. 
This commodity is a material so durable as to be almost indestruct- 
ible, and one of which therefore the accumulated stocks are very 








430 THE ECONOMIC JOURNAL [DEC. 


large in proportion to the annual fresh supply. Gold tends, there- 
fore, to have a remarkably steady value. 

In order to make the gold standard effective, it is ordained 
that every debt above a certain limit shall be payable, if the credi- 
tor wishes, in gold. This system can only work if the debtor, 
when so required, can readily obtain the necessary quantity of 
gold. But of course a solvent debtor is himself actually or poten- 
tially a creditor, and is thus in a position to exercise the same right 
as his own creditor. If gold is in circulation in the form of coin, 
people will keep enough of it in hand to meet their liabilities. 
And with a banking system, of course, the banker makes it his 
business to supply so much gold as his customers require for their 
daily business, and keeps a stock in hand for the purpose. 

But to maintain an effective gold standard it is not necessary 
to confine the currency system to gold coin and credits payable 
in gold. The actual legal medium of payment may be partly or 
even wholly paper money or over-valued token silver. The mone- 
tary unit may none the less be kept at a fixed gold value either 
by the direct convertibility of the paper or tokens into gold, or 
by convertibility into foreign credits which are maintained at a 
fixed gold value, or by a mere limitation of supply so that, though 
inconvertible. they circulate alongside gold coin, or, theoretically 
at any rate, by a judicious limitation of supply based on a careful 
watching of the gold market. 

By a combination of these systems the gold ei was in 
nearly universal operation at the outbreak of war in 1914. Some 
countries were using unregulated paper; but it was universally 
recognised that paper money ought to be put on a gold basis as 
soon as possible. China almost alone adhered to the old silver 
standard. With these exceptions it was possible everywhere to 
exchange credits for gold and gold for credits at a fixed price, 
subject at the most to a fractional commission of almost negligible 
amount. Thus gold was an international currency. 

The gold standard, in fact, gave uniformity to the monetary 
unit, not only in time, but in space too. A trader could with con- 
fidence exchange a credit in his own country, not only for a 
future credit in the same place, but for a credit, present or future, 
in almost any other part of the world. In peace time the porta- 
bility of gold is such that, unless there are legal restrictions on its 
movement. its value can only differ very slightly in different places 
at the same time. and its world value remained steady enough 
from year to year for it to be accepted without reservation as the 
basis of financial contracts extending far into the future. 
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This is the system that existed before the war. The war has 
destroyed it. Under the strain of war finance the Governments 
of Europe, unable to raise the means of payment by taxation and 
by genuine loans, have been driven to pay their way with paper 
money or with bank credits created for the purpose. In each 
country the plethora of credit and money has caused a fall in the 
purchasing power of the monetary unit, corresponding to the finan- 
cial strain. The device of steadying the unit by fixing the price of 
one commodity has broken down, gold has vanished from circula- 
tion, and the interchangeability of credits for gold and gold for 
credits has for all practical purposes ceased. During the actual 
continuance of the war there had ceased to be a world market for 
gold. 

The displacement of gold from circulation, along with the sus- 
pension of the demand for fresh supplies of gold for currency pur- 
poses in Europe, has thrown enormous stocks of gold upon the 
American market, where alone, except for some neutral countries 
of secondary importance, gold has continued to be used. The 
release of these redundant supplies has depressed the value of gold 
itself in comparison with other commodities. It has in fact 
enabled America, North and South, to indulge in a currency infla- 
tion not much less extravagant than that in, at any rate, the more 
cautious European States. Now that the war is over, it is in 
America that the first signs of the re-establishment of a gold 
market and a gold standard are to be seen. But the American 
market is still saturated with the excessive supplies sent thither 
during the war, and the purchasing power of gold remains far 
below the pre-war level. 

This decline in the purchasing power of gold has disclosed a 
weakness in the gold standard. The stability in the value of gold 
depends on the accumulated stocks being large in proportion to the 
annual supply. But just because the stocks are large the quantity 
in use as currency is large. The demand for gold as currency, 
by withdrawing this large quantity from other uses, tends to keep 
the value of gold up. But if a great part of the demand is 
destroyed by the adoption of paper money in place of gold, the 
supplies set free are great in proportion to the world’s industrial 
demand, and have to be absorbed as currency in the area in which 
gold continues to be used for that purpose. The more restricted 
this area, the more marked will be the effect on the value of gold. 
At the present time gold prices have fully doubled, or in other 
words the value of gold in relation to commodities has been 
halved. 
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Except in the rapidity with which it has occurred, this pheno- 
menon is not altogether without precedent. In 1873 silver lost the 
privilege, which it had shared with gold, of free interchangeability 
with credits. The consequent displacement of silver from use as 
currency only occurred gradually, but by the time the process was 
completed the gold value of silver had fallen from 60d. to 22d. 
an ounce. During the Napoleonic Wars, though the use of paper 
money was by no means so universal in Europe as it is now, specie 
prices nevertheless rose 60 per cent. above the pre-war average, 
and by 1822, when the use of gold and silver was restored, had 
fallen again to their former level. 

Thus, in considering the future monetary standard, we have 
two distinct problems to deal with. First, throughout Europe, 
except in Spain, the monetary units are depreciated in varying 
degrees in comparison with their nominal gold parities. Secondly, 
vold itself has lost its former stability of value. 

Evidently, what we want is to regain a standard which will 
not vary appreciably either in time or in space. The unit must 
continue in the future to represent as nearly as may be the same 
amount of wealth as in the present; the unit of each country 
must bear a constant proportion to the unit of every other. This 
condition of things had been secured—not perfectly, but well 
enough to meet practical requirements—by the gold standard in 
1914. Is it to be secured again by a restoration of the gold stan- 
dard? (Before embarking upon the consideration of this question, 
let me remark parenthetically that I do not propose to deal with 
the interesting alternative of a return to bimetallism.) 

The currency units of the European belligerents have all been 
depreciated, some more, some less, below their nominal gold value. 
To restore them to their nominal gold value, even though this 
means far less than their pre-war value in terms of commodities, 
would therefore require a measure of what may be called deflation. 

Deflation is the process of restoring the value of a depreciated 
currency unit, or, more generally, of raising the value of the unit. 
In currency theory it is fundamental, and much turns on the diffi- 
culties which arise in carrying it into effect. 

Inflation takes shape in an increase in the aggregate of money 
incomes. The rise of prices, which is its best recognised charac- 
teristic, may be regarded as the consequence of an increase in pur- 
chasing power, accompanied by no corresponding increase in the 
supply of things to be purchased. Deflation is a reversal of this 
process; it must mean a decrease in the aggregate of money 
incomes. 
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The normal instrument of deflation is an increase in the rate of 
interest on short-period indebtedness. The immediate effect of 
this measure is to deter traders from holding stocks of commodi- 
ties with borrowed money. They reduce stocks in two ways. 
They endeavour to accelerate their sales, and therefore reduce the 
prices charged to the consumer. They give fewer orders to pro- 
ducers for the replenishment of stocks. The result is a fall of 
prices, and a diminution of output. And the consequent decline 
of profits, growth of unemployment and reduction of wages bring 
about just that decrease in incomes which is required. 

Of course where the State is the principal short period debtor 
this method requires some modification. It is no use the State 
trying to deter itself from borrowing by allowing its creditors a 
high rate of interest, and it cannot reduce its indebtedness, as a 
trader does, by unloading stocks. It must raise money by taxa- 
tion or by genuine loans, drawn from the savings of the com- 
munity, and must apply the proceeds not to expenditure but to 
the cancellation of redundant credits. This is in reality a direct 
attack on incomes. The money raised by tax and loan represents 
a diminution of the consumers’ spending power, and therefore of 
the effective demand for commodities and investments. 

Deflation then seems practicable enough. But its very effec- 
tiveness is an obstacle. Traders and business men have a deadly 
fear of dear money, and this fear is not to be explained as an 
exaggerated dislike of paying an extra 2 or 3 per cent. per annum 
for a period perhaps of much less than a year. It is a dread of 
the consequences which experience has shown to follow from a 
diminution of the money income of the country; the depreciation 
of assets in comparison with liabilities, and the fall of prices, 
which is perpetually turning a profit into a loss—these are the 
consequences which assail the prosperity of everyone and threaten 
the actual solvency of those who trade with borrowed money. 

And deflation also inevitably involves a reduction of wages. 
This is an indispensable condition both of the reduction of cost of 
production and of the reduction of effective demand. When 
money wages are too high in proportion to the supply of money, 
general unemployment supervenes. This unemployment must be 
cured either by a reduction of wages, or by an increase in the supply 
of money—in other words, by renewed inflation. 

It is hardly necessary to enlarge on the difficulties and dangers 
of adjusting wages to an unstable monetary unit. We have lately 
had only too much experience of the process of raising wages every 
few months to keep pace with a depreciating currency. The con- 
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trary process of putting down wages in proportion to an appreciat- 
ing currency is not likely to be less harassing. But if the gold 
standard is the only practicable means of steadying the value of 
the monetary unit, these very difficulties are the best argument 
for returning to it. By facing a period of tribulation we can get 
back to a sound currency, and shall reap our reward in having a 
clear future before us. The depreciation of sterling in comparison 
with American dollars, which are at par with gold, is serious, but 
is not yet such as to demand an impossible effort to bridge the gap. 
But England is not alone in having to face this problem. Other 
European currencies are far more depreciated. This is shown 
even by the foreign exchanges, and in some cases the effect on the 
foreign exchanges is largely masked by a drastic restriction of 
imports. For some countries deflation by the methods just 
described would be too great a task to attempt. 

There are, however, at least two methods of cutting the knot. 
One is to enact that the depreciated paper money shall pass at 
something less than its face value in terms of the monetary unit ; 
the other is to fix the value of the monetary unit in gold at some- 
thing less than the former parity. By either method the monetary 
unit can at a single stroke be given a legal value in gold. Both 
methods, however, are open to the imputation that public faith is 
not kept. 

The first method, the reduction of the legal value of the paper 
money, is not only a breach of faith, in that it disappoints the 
expectations of those who have received the money at its old value, 
in many cases from the Government itself. It also concentrates 
all the burdens of deflation in a single day. If there is any con- 
siderable body of trade indebtedness outstanding, the effect on the 
position of the debtors is so calamitous that the method must be 
ruled out as impracticable. It can only be faced in a community 
where trade and credit operations have been reduced to such a low 
ebb that the outstanding indebtedness is negligible. 

The second method, the adoption of a reduced metallic value 
for the monetary unit, was common in the Middle Ages. With 
the development of credit it has come to be regarded as illegiti- 
mate, in that it inflicts an injustice on creditors and in particular 
enables the State to lighten the burden of its own debts. But if 
the State has not the financial strength to restore the monetary 
unit to its old gold value, this measure may be the only alternative 
to the continuance of an unsupported paper standard for genera- 
tion after generation. It is almost certain that some of the 
nations of Europe will have to resort to it. 
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Such, then, are the steps by which the gold standard is to be 
regained. The choice is between a long and painful deflation and 
an arbitrary manipulation of the currency, which is hardly con- 
sistent with the preservation of public good faith. 

But we have not yet come to the end of the difficulties in the 
way. We have already observed that the displacement of vast 
quantities of gold from circulation in Europe has greatly depressed 
the world value of gold in relation to commodities. Suppose that 
in a few years’ time the gold standard is restored to practically 
universal use. If the former currency systems are revived, and 
with them the old demands for gold, both for circulation in coin 
and for reserves against note issues, the value of gold in terms of 
commodities will go up. In proportion as it goes up, the difficulty 
of regaining or maintaining the gold standard will be accentuated. 
In other words, if the countries which are striving to recover the 
gold standard compete with one another for the existing supply of 
gold, they will drive up the world value of gold, and will find 
themselves burdened with a much more severe task of deflation 

than they ever anticipated. 

, And at the present time the situation is complicated by the 
portentous burden of the national debts. Except for America and 
this country, none of the principal participants in the war can 
see clearly the way to solvency. Even we, with taxation at war 
level, can only just make ends meet. France, Italy, Germany 
and Belgium have hardly made a beginning with the solution of 
their financial problems. The higher the value of the monetary 
unit in which one of these vast debts is calculated, the greater 
will be the burden on the taxpayers responsible for it. The effect 
of inflation in swelling the nominal national income is clearly 
demonstrated by the British income-tax returns, and by the well- 
sustained consumption of dutiable commodities notwithstanding 
enormous increases in the rates of duty. Deflation decreases the 
money yield of the revenue, while leaving the money burden of the 
debt undiminished. Deflation also, it is true, diminishes the ex- 
penses of Government, and when the debt charges are small in 
proportion to the rest, it does not greatly increase the national 
burdens. But now that the debt charge itself is our main pre- 
occupation, we may find the continuance of some degree of infla- 
tion a necessary condition of solvency. 

Financial strain is indeed the main obstacle to currency 
reform. During the war it was financial strain that produced 
inflation. But the emergency measures of the war postponed 
a part of the financial strain, and, now that we have to balance our 
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budgets, the problem has become more formidable even than 
during the war. Suppose that the financial strain in one of these 
overburdened communities reaches breaking-point, where will this 
breaking-point be found? What will be its symptoms, and what 
will be its consequences. The immediate symptom will be a failure 
to balance the’ budget ; a deficit will appear that cannot be bridged 
by additions to taxes which are already oppressive and inelastic. 
Loans which, if successful, would but increase the future burdens, 
will be under-subscribed, like Necker’s loans of 1789. The 
deficit is covered by the creation of bank credits and the printing 
of paper money. This is not in itself necessarily fatal. It is a 
question of degree. It may be that in a few years the monetary 
unit will find a depreciated level at which solvency becomes again 
possible, and it can then be linked up with foreign currencies at a 
new parity. But every abortive attempt at settling the unit is a 
source of danger. The critical point is reached when people cease 
to rely on the value of money and of rights to receive money. 
The Government having tried to establish the value of the mone- 
tary unit and having failed, distrust of the unit shows itself in a 
general desire to get rid of balances of money or credit in exchange 
for commodities or for gold or for foreign currencies. So the dis- 
trust itself accentuates the depreciation, and of course the deprecia- 
tion accentuates the distrust. It is in such conditions that trade 
is brought to a standstill by the sheer want of any tolerable medium 
of exchange. Transactions cannot be carried through, because 
there is no unit in which debts can be measured. For the last two 
years we have seen communities starving, not because there was 
no food, but because the peasants and farmers would not sell food 
for paper money. In Revolutionary France, when the Con- 
stituent Assembly failed to sustain the assignats, producers and 
traders eventually insisted, despite the law, on being paid in 
metallic currency. The consequent demand for gold and silver 
shook the whole credit system of the world. For the moment 
Eastern Europe seems to have submitted to economic paralysis ; 
no medium of exchange has taken the place of the hopelessly dis- 
credited rouble; the mark and the crown are on the verge of 
collapse. Conceivably some or all of these currencies, instead of 
being restored to stability, may be cleared away along with all the 
debts and credits based upon them, and the economic system of 
Eastern Europe may have to be begun afresh with a metallic 
medium of exchange drained away from the West. 

It cannot therefore be assumed that the failure of some 
countries to restore a gold standard by currency legislation and 
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the control of credit will relieve the demand for gold in the rest. 
It may on the contrary intensify the demand, and this is a danger 
for which we ought to be prepared. 

These problems illustrate that weak point of the gold standard, 
to which we have already alluded. The value of gold is only 
steady so long as the demand for it as currency remains substan- 
tially unchanged. If we are going to adhere to the gold standard 
in future, it is most desirable that the absorption of gold for 
currency purposes should everywhere be kept in control. If all 
the principal countries of the world settle in the near future what 
the value of their currency units in gold is to be, we want so to 
regulate the demand for gold that the value of these currency 
units in commodities does not vary substantially. To achieve this 
result ‘it will be necessary to retain the present proportion of gold 
to credit and paper money taken in the aggregate in all the coun- 
tries, except so far as the amount of credit and paper money may 
be reduced by deflation in the interval before the gold standard is 
established. There will therefore have to be a very great economy 

in the use of gold as compared with what prevailed before the 
' war. Modern refinements in the regulation of currencies make 
this possible. By the gold exchange standard, which has become 
the favourite of currency theorists, it is possible to maintain the 
monetary unit of a country at par with the unit of a gold-using 
country, without the former absorbing any gold at all. It is not 
necessary for the Western European countries to go to this length 
and dispense with gold altogether, for they have retained gold 
reserves of substantial amount, though in nothing like the pre- 
war proportion to their paper circulation. All that is required is 
that they shall not endeavour to add to their stocks of gold at one 
another’s expense. And this the gold exchange standard makes 
possible. The principal bank of issue in each country must be 
willing to offer credits or paper money in exchange for credits or 
paper money in any other, on terms just favourable enough to 
compete successfully with the import of gold. 

But if this system is well calculated to prevent an excessive 
demand for gold as currency, it is open to the contrary danger that 
it may allow an almost indefinite expansion of paper money with 
a fixed substructure of gold reserves. The only counteracting 
influence would be the demand for gold in industry, but the value 
of gold in relation to other commodities will have to fall a long 
way before the industrial demand is so far stimulated as even to 
absorb the annual new production from the mines, let alone to 
make any impression on the vast amount of the world’s accumu- 
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lated reserves. The tendency of credit, if left to itself, to expand 
indefinitely makes this a very real danger, though the con- 
sequences are not so oppressive as those of an undue appreciation 
of the monetary units. A persistent depreciation of the monetary 
unit not only upsets the balance between debtor and creditor, but 
means a corresponding rise in the cost of living and necessitates 
those perpetual revisions of wages which we have already had 
occasion to mention. 

We seek in fact a middle course. We want to use the gold 
exchange standard to dispense each country from absorbing gold 
when it needs additional currency, and at the same time we want 
to prevent any country from abusing this arrangement to increase 
its currency circulation unduly. The scientific economist will be 
tempted to look for a solution in the regulation of currencies by 
index numbers of prices. Probably something can be done in this 
direction. The practical legislator would indeed hesitate to define 
the value of the monetary unit in terms of an index number, and 
even the scientific economist must admit that there are many 
practical difficulties in the system, which have not yet been solved. 
The function of the index number will be rather to give guidance, 
along with other data, in the administrative control of currency, 
than to play a part in the mechanical rigidity of a statutory system. 

But it will probably be thought dangerous to trust entirely to 
administrative discretion, and the best form for a legislative regu- 
lation of the currency to take is a direct limitation on the quantity 
of papermoney. The limit may be placed either on the proportion 
of the total issue to the metallic reserve, or on the total uncovered 
issue. The former system is often recommended on the ground 
of its elasticity, but this elasticity is a very equivocal advantage, 
for in proportion as the system facilitates expansion it makes con- 
traction more difficult and dangerous. The maximum uncovered 
issue is really the more practical and workable plan. 

Whatever system is adoped must be the subject of international 
agreement. If the pitfalls are to be avoided, if the world value of 
gold is to be stabilised, there will be an arbitrary or conventional 
factor in the currency problem, which no individual state will be 
able to evaluate without reference to its neighbours. 

The basis of this international agreement will be the establish- 
ment by each of the participating States of a currency law calcu- 
lated to allow so much uncovered paper money as, with the portion 
covered by gold, will just provide for its needs, with a suitable 
margin or reserve left over. This margin or reserve (like the 
banking reserve of the Bank of England), is necessary to allow of 
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the inevitable casual and seasonal variations. The supply of 
currency of each country must be, as nearly as may be, such that 
all the foreign exchanges are at or near their new gold parities. 
Once this state of equilibrium has been attained it must be pre- 
served by the gold exchange standard. 

The gold exchange standard may be applied in more than one 
way. ‘The usual practice is to offer to buy or sell credits abroad 
in exchange for credits at home, a reserve of foreign bills or other 
foreign assets being maintained, to be drawn upon for the pur- 
pose. These foreign assets are sometimes counted as the equiva- 
lent of a gold reserve for the purposes of the currency law. Clearly 
this must not be allowed. And if the gold exchange standard is 
to reproduce as nearly as possible the gold movements that would 
occur under a simple gold system, what is wanted is not an ex- 
change of credits but an exchange of legal tender money—that 
is to say, anyone with legal tender money in one country should 
be able to surrender it in exchange for an equivalent amount of 
legal tender money in any other country, the amount so surren- 
dered being withdrawn from circulation. In fact, this would 
mean that any country, party to the agreement, could add to the 
paper money based in accordance with its currency law on the gold 
reserve, further issues based on reserves of foreign paper money 
placed in its hands abroad. These additional issues being equal 
to the reserves held against them, the aggregate circulation of 
paper money in the international system would remain unchanged, 
and would still be limited in accordance with the aggregate gold 
reserves. 

Any country which indulged in inflation, or allowed its cur- 
rency unit to depreciate, would find more and more of its paper 
money locked up in the exchange reserves and withdrawn from 
circulation. This would operate like the export of gold. 

If legal tender money were the sole means of payment the 
system would work automatically. The mere scarcity of currency 
would itself restrict purchases and bring about a reduction of 
prices. But the principal means of payment in modern business 
is credit. Credit is only transformed into legal tender money for 
the payment of wages and for the smaller transactions. A scarcity 
of legal tender money does not affect prices until it has reacted on 
credit. As the possessor of a bank credit is free to draw as much 
of it as he pleases in cash, the first impact of the scarcity is felt 
entirely by the banks and not at all by the public. This is a 
signal to the banks to contract credits, and its effectiveness 
depends on their responding to the signal. 

No. 116.—VvoL. xxIx. Ga 
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To rely exclusively on a regulation of the legal tender currency 
is therefore fallacious. Far from solving the problem of control- 
ling the currency, it merely passes on to the bankers the burden 
of solving it. 

And that is the reason for proposing, besides the limitation of 
uncovered paper money and the gold exchange standard, the use 
of an index number of prices in the administrative control of 
currency. If we rely on the limitation of paper money, and the 
bankers do not succeed in keeping control of credit, the inevitable 
result will be that, when the bank reserves in some or all countries 
threaten to melt away to nothing, the limitation of paper money 
will be suspended. 

Credit has an inherent tendency to expand, and the problem 
of controlling it reduces itself in practice to curbing this tendency 
in time to prevent undue depreciation of the monetary unit. 
Essentially depreciation means a rise in the average level of prices, 
and therefore the index number of prices affords the most direct 
measure of the movements to be counteracted. And what is more 
important still, the rise of prices precedes the drain of legal tender 
money into circulation. It will be the function of the principal 
banks of issue of the associated States to watch the index of world 
prices, and to put the brake on by raising the rate of interest as 
soon as a material rise is recorded. But this must not be done 
without discrimination. On the one hand a rise of prices may be 
due not to credit expansion but to a scarcity of one or two impor- 
tant commodities. On the other, an incipient expansion of credit 
may take effect not in a rise of prices but in an increased volume of 
purchases. The banking authorities must take into account not 
only the statistical data, such as the index numbers, but also all 
that they can learn of the state of business from their relations 
with traders. 

Regulating credit, in fact, is an exceedingly delicate operation. 
How, then, it may be asked, can we hope to arrive at a system of 
international control? Most of the countries co-operating will be 
subjected for many years to come to prodigious financial burdens. 
The power of inflating credit or over-issuing paper money is inti- 
mately connected with Government finance, and in the last resort 
may afford the only alternative to an act of bankruptcy. A 
Government will not definitely divest itself of this power, nor, if 
it did, could its undertaking be in all circumstances observed. 
Are we to expect the development of a delicately balanced inter- 
national mechanism from a crowd of distracted financiers, each 
preoccupied with the desperate embarrassments of his country 
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and ready to clutch at any expedient to gain a few months’ respite 
from his troubles? Or are we first going to assume that all the 
real difficulties of the situation have been surmounted, and then 
tell the world what sort of currency system will be best for it? 

The answer is that in practice the effectiveness of an inter- 
national system would not absolutely depend on its universality. 
The very moment British currency is re-established on a gold 
basis, and sterling and dollars are at par, a beginning can be made. 
The United Kingdom and the United States, together with a 
number of minor powers, which have acquired large gold reserves 
and considerable financial strength during the war, could start the 
system. An Anglo-American combination would command so 
large a proportion of the world’s stock of gold that it would be 
almost sufficient by itself. The mere existence of so important 
a currency system on a stable basis would lead other countries to 
regulate their own monetary units by it, even though they never 
bound themselves by any agreement. When a collapse of credit 
precipitates an intense demand for a metallic currency, that is 
because there is no other medium of payment that people will 
-trust or recognise. If there is a foreign credit system, which can 
be made the basis of a new currency, it will be easier to utilise this 
through an exchange system than to import gold. 

Again, leaving aside the danger of an actual currency collapse, 
the financially weaker countries have less power of attracting 
gold. If the financially strong are in the combination, then, how- 
ever great the gold hunger of the remainder may be, its effect on 
the world value of gold will be relatively moderate. Nor are the 
financially weaker countries likely to let loose their stocks of gold 
to flood the market. Indeed, except in the case of France, the 
gold holdings of these countries are hardly great enough to flood 
the market, and France is always intensely reluctant to part with 
gold. 

In reality, therefore, we can arrive at a fairly satisfactory prac- 
tical solution of our currency problems as soon as we can reach an 
arrangement between England and America, with a view to main- 
taining their aggregate uncovered paper issues as nearly as possible 
at a fixed amount, to providing for remittances between them on 
a gold exchange basis, and to controlling credit with a view to 
keeping the gold value of commodities, as measured by an index 
number, approximately constant. The third of these conditions 
is the most novel, but, if it could be carried into effect, would be 
the most useful. It might not be consistent with the first, but 


where they differ it would, at any rate in theory, be the more 
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correct guide to follow, and the paper currency law could be 
adjusted from time to time as might be necessary. 

The purpose of such a system would be not merely to restore 
the gold standard, but to make it a more trustworthy standard 
than it has been in the past. The demand for gold as curreucy 
would, in fact, be so regulated as to make the value of a gold unit 
itself in commodities as nearly as possible constant. 

R. G. HAwtTrey 
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Industry and Trade. By AurrepD MarsHaub. (Macmillan and 
Co. Pp. xxiv +875.) 


THE appearance of Dr. Marshall’s long-expected volume is, 
for economists, a very important event. The immense range 
which the book covers, no less than the author’s unrivalled mas- 
tery of his subject, makes it impossible for any one man to attempt 
a systematic and comprehensive review of it. The comparative 
history of many countries, the detailed technique of many indus- 
.tries, elaborate realistic analysis, are all welded together into an 
ordered whole. For an adequate appraisal of the result we must 
await the arrival of an economist of a calibre equal to the author’s. 
The most that can be attempted here is some sort of rough 
inventory of this rich mine of knowledge. 

The first of the three books into which the volume is divided 
is devoted, after a brief but illuminating analysis of ‘some general 
relations between trade and industry,” to an historical account of 
the forms of industrial leadership enjoyed by Great Britain, 
France, Germany and the United States. The keynote is set in 
the following passage: “National industries and national trade 
act and react on one another, but the dominant force is that of 
industry. The main courses of trade are governed by the rela- 
tions between the surrounding industries, in the same way as 
watercourses are governed by the contours of the hills. . . . But 
the water reacts on the hills and trade reacts on industry; the 
industrial history of any country would have been different if her 
opportunities for foreign trade had been different” (p. 4). The 
chapters that follow have, Dr. Marshall writes, “no claim what- 
ever to be a contribution to economic history; but an endeavour 
has been made to turn a few hints derived from the past to 
account in explaining the present” (Preface, p. vi). This is a 
matter for historians to debate. But the view may be hazarded 
that the depreciation of these long, careful and suggestive chap- 
ters (and the appendices associated with them), which this sen- 
tence implies, will not commend itself to them. Dr. Marskall 
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has traced out and set in order, over a very wide field, the salient 
causes that lie behind the industrial movement of Europe and 
America. He has not written history in the sense that authors 
of monographs understand it. But in another and not less 
important sense he has written it. For he has used great masses 
of historical material, provided in the main by workers of a 
different kind, to compare the development of leading nations, and 
to signalise, among the multitude of facts, the over-ruling forces 
of geographical relations, national character and industrial tech- 
nique. Appendices B to G contain historical inquiries of a more 
detailed character, which Dr. Marshall decided to preserve, though 
he did not consider them sufficiently germane to his main purpose 
to be embodied in the text. 

Book II. is entitled “Dominant Tendencies of Business 
Organisation.” It is concerned with the present form and prob- 
able future tendencies of the methods of massive production and 
the large scale of representative businesses, the development of 
which was sketched in Book I. After an introductory first 
chapter, Chapter IT. deals with the debts of industrial technique 
to systematic record and to standardisation. ‘Custom stan- 
dardises unconsciously and crudely processes and products alike. 
The modern science of industrial technique deliberately stan- 
dardises some products and many processes, and deliberately 
leaves many products and some processes open to varying tastes 
and humours, to fluctuating needs and to the caprices of fashion. 
. . . A standard may be Particular to an individual producer, or 
it may be General to the greater part of an industry, or even the 
whole western world” (p. 201). Standardisation in both these 
senses has been helped forward by “‘the great architectonic prin- 
ciple” that a well-driven machine tool can become the parent of 
new machine work more exact than itself, and so on cumulatively. 
After a discussion of these matters, illustrated by much interesting 
detail, Dr. Marshall proceeds in the next two chapters to display 
some of the principal causes that influence the size of the repre- 
sentative business unit, particularly in the steel and textile indus- 
tries. Of the steel industries it is remarked : ‘There is no other 
group of industries in which the higher and lower stages work 
for one another so steadily and on so large a scale; and therefore 
there is no other group in which large lateral extensions and 
amalgamations are so likely to be accompanied by large vertical 
extensions and amalgamations. Iron and coal mines at the 
‘lowest’ stage are large users of the rails and the machinery 
which come from the higher stages ; the smelting furnaces receive 
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from the mines at the lowest stage, and pass on their products 
to the heavy mills, which, like all the rest, are large consumers 
of high-class machinery. There is nothing at all analogous to 
this in any other group of industries” (p.219). There are some 
suggestive observations on the effect of standardisation on the 
contest between giant businesses and those of moderate size, and 
also upon the practice of making for stock. Illustrations drawn 
from the cutlery, bicycle-making, dressmaking and building trades 
are used to show that “the large business, itself increasingly given 
to semi-automatic work on standardised products, is often 
indirectly aiding businesses in which routine has but a secondary 
place ; and in some directions it promotes new openings through 
which a man of small means but large energy may work his way 
up to become a leader of industry” (p. 246). In sum, “the con- 
siderations submitted in this and the two preceding chapters seem 
to point to two conclusions. The first is that future advances of 
technique on broad lines are likely to need the aid of capital on 
an ever increasing scale. The second is that much may still be 
_done with moderate means by a resolute man who is content to 
concentrate his strength on a narrow field of work so long as his 
means are but scanty ”’ (p. 242). 

The next three chapters (V., VI., and VII.) deal with specu- 
lation and marketing. Speculation is analysed into three varie- 
ties : mere gambling, shrewd business ventures whose gains must 
be balanced by equivalent losses to other traders, and “‘construc- 
tive” speculation that tends to improve the general application 
of efforts to the attainment of desirable ends (p. 252). This last 
does good service by so distributing inherent business risks that 
they fall increasingly on the shoulders best fitted to bear them. 
The social utility of the power to sell futures, when employed by 
able and honest men, is brought out by an instructive reference 
to the land boom of 1887-90 in Melbourne (p. 265). At the same 
time, of course, the abuses, to which this and other forms of 
speculation are liable, are fully recognised. The second of the 
chapters on marketing contains an analogous discussion of the 
good and evil of various forms of advertisement, the distinction 
between those which are mainly “constructive” and those which 
are mainly “combative” being worked out and illustrated. In 
this discussion there is the subtle observation : “A second element 
of social waste, caused by bold displayed advertisements, is the 
relative obscurity into which they are designed to throw, and do 
throw, the smaller advertisements of less wealthy men, some of 
whom may have high constructive faculty ” (p. 307). 
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The remaining five chapters of Book II. discuss business 
organisation under four principal heads : the growth and influence 
of joint stock companies ; the financial basis of business organisa- 
tion; its tasks and requirements of faculty; and applications of 
scientific method. They include a balanced discussion of the 
relations of banks to industry and trade in Germany and America 
and a hopeful view of the possibilities of the British Trade 
Corporation ; a discussion of the education of business faculty, in 
which a caution is entered to teachers against the mere imparting 
of information, “much of which even tends to hinder the move- 
ments of faculty by clogging it with inert matter” (n. 356); and 
a careful study of “scientific management.” These chapters, 
which occupy eighty-five pages, well illustrate Dr. Marshall’s 
method of searching critical description. 

Book IIT. is entitled ‘‘ Monopolistic Tendencies: Their Rela- 
tions to Public Well-being.” The first two chapters analyse the 
general problem of value in relation to monopoly. It is pointed 
out, however, that, “though monopoly and free competition are 
ideally wide apart, yet in practice they shade into one another 
by imperceptible degrees; that there is an element of monopoly 
in nearly all competitive business ; and that nearly all monopolies, 
that are of any practical importance in the present age, hold 
much of their power by an uncertain tenure; so that they would 
lose it ere long, if they ignored the possibility of competition, 
direct and indirect” (p. 397). Absolute monopolies are of little 
importance in modern business as compared with those which 
are “conditional” or “provisional.” Consequently, in the main 
body of the book, railway and other problems are treated for the 
most part as being concerned with conditional monopoly, and 
mathematical methods, which are more fitted for the analysis of 
pure, or absolute, monopolies, are not overtly employed. 

Chapters Tal. to VI. are headed “Competition and Monopoly 
in Transport.” ‘Transport by road, water and rail are all studied, 
and there is even reference to the possible advent of a “heli- 
copter” for carrying passengers, which should be able to rise 
from, and descend to, a small private garden by vertical move- 
ment. There is a full discussion of shipping rebates and railway 
discriminations, in which stress is laid on the need of distinguish- 
ing among essentially different policies that are covered by the 
same name. “Some discriminations are paternal sacrifices for 
the benefit of weak industries, from which the railways hope to 
reap their reward in due time. Some are strategical movements 
for the capture of traffic, which otherwise would not come to 
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them; and these occasionally have in the background an evil 
purpose of destroying competitive routes, in order to strengthen 
the monopoly. And these evil motives for discrimination are not 
only subtly disguised, they are apt to be interwoven with others 
that command respect” (p. 481). In view of these complications, 
direct legislation is an impracticable remedy, and the Government, 
to act effectively, must act through permanent commissions. 
There are many objections to the nationalisation of railways. But 
on the other side is “the reflection that organised co-operation 
of traffic by railway, canal and improved road might be easier 
and more effective if the railways (with their plant), together 
with roads and canal routes, were in a single hand”—and this 
hand could hardly be other than the State’s (p. 505). 

From transport we pass to Trusts and Kartels in America and 
Germany, and to “aggregation, federation and co-operation in 
Britain’s industry and trade.” On American experience Dr. 
Marshall makes the important general statement: ‘One rule 
alone is almost universal. It is that each great industrial trust 
has owed its origin to the exceptional business genius of its 
founders. In some cases the genius was mainly constructive ; in 
others it was largely strategic and incidentally destructive, some- 
times even dishonest. But in general there seems to have been 
present a notable power of visualising the future. . . . The 
founders of great trusts have been eminent, even among able 
business men, for their power of anticipating future relations 
between productive resources and market requirements” (p. 515). 
He holds, for a variety of reasons, that “an aggregation so 
powerful as to be a representative ‘trust’ in the present use of 
the term, is likely to be under no great temptation to have recourse 
to those exceptionally cruel and malign forms of competition, 
which have frequently been used by a business on its way to 
obtaining the dominant position in an industry” (p. 527). This 
is illustrated by the recent history of the United States Steel 
Corporation. Nevertheless, there are grave dangers to be met; 
and “the central fact emerging from American experience is that 
investigations in regard to anti-social policies of Trusts and Kartels 
can be efficiently made only by a strong staff of men who give 
their whole time to the work” (p. 543). German Kartels are of 
a different character from American trusts. ‘The steadfastness, 
patience and amenity to discipline of the Germans inclined them 
to seek the sheltered haven of a cartel, in spite of the partial loss 
of freedom and the troublous negotiations involved in it” (p. 546). 
This movement, its bearing on the relation between ‘“‘ mixed” and 
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“pure” firms, and the general problem of cartel export bounties 
are submitted to a careful realistic study. The conclusion is: 
Germany “has not yet learnt that, though monopolistic powers in 
certain directions are necessary results of modern conditions, they 
are apt to cause great evils unless controlled; while, for obtain- 
ing effective control, even autocratic power is of little use, unless 
based on organised, long-continued, authoritative studies” 
(p. 576). 

In turning to apply these foreign experiences to Britain, Dr. 
Marshall focuses attention on ‘“‘constructive co-operation.” This 
is exemplified by “agreements as to standardisation, which will 
enable firms of moderate size to specialise on the production in 
vast quantities of particular component parts of machines in large 
use” (p. 592); by “associated action in regard to the application 
of science to industry ” (p. 608) ; and by “associations of producers 
for organising the direct sale of their goods through their agents ” 
(p. 612). These discussions of the inter-relations between the 
fortunes of particular sections of industry and the well-being of 
the whole community lead on to a final chapter, entitled “The 
Decline of Exclusive Class Advantages in Industry,” and dealing 
with “the semi-monopolistic advantages which the upper strata 
of industry have always possessed over the lower.” 

In the course of this long volume, though polemic is scrupu- 
lously avoided, there are many weighty and interesting judgments 
on current issues. Thus: “I see on all sides marvellous develop- 
ments of working-class faculty; and, partly in consequence, a 
broader and firmer foundation for socialistic schemes than existed 
when Mill wrote. But no socialistic scheme, yet advanced, seems 
to make adequate provision for the maintenance of high enter- 
prise and individual strength of character ; nor to promise a suffi- 
ciently rapid increase in the business plant and other material 
implements of production, to enable the real incomes of the 
manual labour classes to continue to increase as fast as they have 
done in the recent past, even if the total income of the country 
be shared equally by all” (Preface, p. viii). Again: “ Nature's 
opportunities cannot long retain their present large generosity ; 
for the world is small. Science may indeed enable a fairly 
vigorous life to be maintained in tropical regions, which have 
hitherto proved fatal to high energies ; but, ere very many genera- 
tions have passed, the limitation of agricultural and mineral 
resources must press heavily on the population of the world, even 
though its rate of increase should receive a considerable check ” 
(p. 2). Again: “Mendelians do not claim to know what causes 
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originate differences between elementary germs; it seems to be 
certain that changes in the mental and moral habits of a human 
being are reflected in his face; and Mendelian arithmetic has 
little direct bearing on the question whether the nutrition supplied 
to germs in the body of a person excessively addicted to drink or 
other sensual indulgences may not result in the birth of a child 
with less firm character than it would have had if the parent 
had lived soberly and chastely” (p. 164). Again: “The chief 
successes of the medical treatment of bodily ailments have been 
achieved by measures which tend to give free play to the remedial 
forces of Nature. The chief of the remedial forces of Nature in 
regard to human action is knowledge; and nearly all beneficial 
intervention of authority in social troubles begins with the acquire- 
ment and publication, voluntarily or under compulsion, of informa- 
tion, which some of those interested in the conflict are not likely 
to offer spontaneously” (p. 442). Again: “A chief cause of the 
great recent extension of the area of uncertainty in economic 
discussions is to be found in that growing volume of responsible 
doubt as to the general sufficiency of the existing social order for 
the requirements of man’s nature” (p. 658). Again: “The sub- 
stitution of repetition work in massive standardised production, 
even though it be true to a thousandth part of an inch, is not an 
advance, from the human point of view, over skilled handicraft ; 
it increases man’s power over matter, but it may diminish his 
power over himself” (p. 683). Finally—and this is a word 
directed to economists: “There is a special difficulty in social 
studies. No one can have first-hand knowledge of any consider- 
able part of the conditions and other facts relevant to any issue. 
Therefore the first duty of every student is to be diffident; and 
his second is to shun controversy ” (p. 663). 

With this my inventory must close. I have not attempted any 
sort of critique of Dr. Marshall’s work. That task, even if one 
were competent to undertake it, would need to be the work of 
repeated readings and prolonged reflection, not of the brief and 
hurried period which alone is now allowed me. I have been con- 
tent to indicate, as far as possible by the use of the author’s own 
words, the general scope, character and purpose of his book. In 
the preface we are promised a companion volume, which is to be 
occupied with influences on the conditions of man’s life and work 
exerted by ‘the resources available for employment, by money 
and credit, by international trade, and by social endeavour.” For 
this all students of: economics will wait eagerly, their desire 
whetted by the large instalment they have now received, Yor 
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Industry and Trade, following, after so many years, The Prin- 
ciples of Economics, is more than a mine of learning and an 
engine of power. It is also the symbol and fruit of a life spent 
in single-eyed devotion to a high intellectual aim; a victory of 
will over obstacles and handicaps ; an example, for all workers, 
of dauntless resolution and loyal search for truth. It is a privi- 
lege, in the pages of THE Economic JouRNAL, to offer to Dr. 
Marshall, on behalf, as I feel sure I may, of all British economists, 
a tribute of congratulation and of thanks on the successful com- 


pletion of this stage of his great course. 
A. C. Picou 








THE RAILWAY STRIKE 


It was on Tuesday, September 28rd, that the public received, 
through a statement issued by Mr. J. H. Thomas to the Press, 
their first intimation that “once again there is trouble in the 
railway world,” and that matters were “rapidly approaching a 
crisis.” The strike commenced at midnight on the Friday. It 
was settled on the Sunday week; and within two or three days 
the railways had resumed their normal services. So far as the 
public was concerned, the whole dispute was the affair of a 
fortnight. 

In these circumstances it was only to be expected that public 
. attention should be concentrated mainly on one aspect of the 
dispute, the strategic aspect—the trial of strength between the 
railwaymen and the Government. For years the menace of just 
such a sudden stoppage of essential services had overhung our 
economic life. A steady stream of vague but formidable threats 
had flowed from certain extreme but not uninfluential Labour 
quarters. Much talk of direct action, of lightning strikes and of 
general strikes indicated clearly two things: a sense of enormous 
power and no undue reluctance to make use of it, the two 
essential elements of a bellicose state of mind. And, though this 
attitude was confined to men of extreme views, this served only 
to strengthen the natural association between the ideas of extreme 
measures and unreasonable aims. When, therefore, the National 
Union of Railwaymen, one of the parties to the Triple Alliance, 
in fact declared a lightning strike, the public responded as to a 
long-deferred challenge. The phraseology and ideas of war-time 
lay threateningly near to hand; and one of the first maxims of a 
state of war is that the merits of the dispute have only a secondary 
importance. Such interest as was spared for the points at issue 
was easily satisfied by the one clear fact that emerged from the 
tangled story of the negotiations. The case put forward by the 
railwaymen was that they were threatened with a reduction of 
wages, but at no stage, not even in Sir Auckland Geddes’ “defini- 
tive offer,” was a proposal made to them which could possibly 
have involved a reduction of wages before the end of the year, 
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while, before the strike actually took place, the possibility of a 
reduction had been postponed to a much later date. There was 
thus, on the face of it, no necessity for a strike practically without 
notice. And this much is certain, that the railwaymen would 
not have struck so suddenly had not the advocates of the lightning 
method been strong among them. No justification of their action 
is possible which does not proceed from the initial assumption 
that those who believe (or did believe) in lightning methods, and 
are by no means averse to a fight, are strong enough in almost 
every industry to precipitate a conflict whenever a sufficiently 
unreasonable proposal is put forward from the other side; and 
that this must be simply accepted as a fundamental fact of the 
industrial situation, in regard to which all sentiments of moral 
indignation are out of place. This is, indeed, the only proper 
standpoint from which to judge the actions of the Government, 
or, for that matter, perhaps, of Mr. J. H. Thomas. It could not 
be expected to prevail with the public in taking sides when the 
conflict was joined. 

It is worth while to say this much of the public psychology 
in order to appreciate in its true proportions one of the most 
important, and perhaps the most ominous, of the features of the 
dispute. The “public” which rallied to the Government was 
something more than the middle and well-to-do classes, but these 
classes predominated, and they were almost solid. On the other 
side were arrayed less heartily, but, as the event might easily 
have proved, not much less unitedly the forces of organised labour. 
The cleavage of sympathy thus followed the lines of class more 
closely than in any previous big issue, and we have never been 
so near developments cf which a “class-war” would have been 
the only adequate description. ‘This situation would hardly have 
arisen but for the sudden character of the dispute. For in few 
matters does the mental outlook of the wage-earning class differ 
so subtly and profoundly from that of other classes as in the 
degree of tolerance extended to precipitate action. 

As an experiment in aggressive lightning tactics the strike 
was a signal failure. There was considerable inconvenience, there 
was no paralysis of industry, and no shortage of the necessaries 
of life. The arrangements which had been prepared for the 
transport of essential foodstuffs by motor-lorry worked smoothly 
almost from the first; and, in particular, the supply of milk in 
the large towns (which was the chief matter of anxiety) was 
normal after the first two or three days. Before the strike ended 
the authorities had succeeded in improvising a passenger service 
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on the railways on a considerable scale. There are no data for 
estimating the cost to the community of these arrangements. Of 
the indirect costs of the strike, perhaps the most serious was the 
loss of rather more than one and a half million tons of coal. The 
official unemployment roll of 375,000 workpeople affords some 
indication of the effect upon industry in general, though to this 
must be added an undetermined amount of short time. Fortune 
certainly favoured the Government, and bad weather might have 
made an immense difference to the effectiveness of the motor- 
transport organisation ; but bad weather would not have increased 
the advantage of striking suddenly rather than after due notice. 
Moreover, the event seemed to show that the advocates of the 
lightning method had undervalued its disadvantages almost as 
much as they had overvalued its advantages. That it must tend 
to alienate public opinion had never been disputed, but there had 
been a disposition to reckon this a factor of very small importance. 
Upon such an estimation the propagandist activities of the N.U.R. 
provide the best commentary. For they thought it worth while, 
at a time when their funds were peculiarly precious, to spend 
what must have been considerable sums in competing with the 
Government for the advertisement columns of the Press for the 
statement of their case. The only arguments in favour of lightning 
tactics which the recent dispute has left standing are those of a 
negative order. A period of notice would have enabled the 
authorities to bring persuasive influences to bear upon the 
waverers ; and the railwaymen might, therefore, not have acted 
with the degree of unity they in fact displayed. But such con- 
siderations, inspired by fear rather than hope, can never be the 
foundation of a successful lightning policy. What happened is, 
of course, no test of what would have happened if the strike had 
been prolonged and had assumed the character of a “fight to the 
finish.” Industry was sustained for the time being by its stock 
of coal and materials; and there was no sign that the Govern- 
ment’s transport arrangemenfs could have coped with the problem 
of replenishing this stock. As for the weapon of the general 
strike, the most that was demonstrated—though that is much— 
was that it is a weapon which will never in this country and in 
our time be lightly or irresponsibly employed. 

On turning to the points at issue one is confronted at the 
outset by an astounding paradox. Prices are rising, and all the 
signs are that they will rise still further in the immediate future. 
Probably the most hopeful view (for his time) which any sensible 
person permits himself seriously to entertain is that prices will 
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be stabilised before very long at a level not greatly in excess of 
the present level. Yet the whole dispute was conducted in terms 
of what should happen when prices fall. The great point of the 
railwaymen was that they were threatened with a reduction of 
wages; and in this they persisted in face of a guarantee that no 
reduction would take place before the cost of living had fallen for 
three consecutive months. The Government for their part pub- 
lished broadcast in the newspapers, in the biggest type, as the 
culminating proof of their generosity, the assurance that their 
offer would “give every grade twice as much as it got before the 
war, even when the cost of living gets back to pre-war prices.” 
The bald “when” without so much as a saving “if.” It would 
have been as practical a consideration to have pointed out that 
the platelayer will become a substantial man of property “when 
the cost of living gets back” to the prices of 1500 a.p. It cannot 
be supposed that either the Government or the railwaymen 
seriously cherished the illusion that the first of these contingencies 
is much more probable than the second. But from this it follows 
that the real issues of the dispute must have been entirely different 
from the apparent issues; and it becomes necessary to read with 
care and insight the story of the negotiations. 

Before the war, largely owing to the fact that the railways 
were the property of different companies, there were considerable 
differences between the wages paid to men of the same grade and 
performing essentially the same work. During the war all railway 
workers received additional pay in the form of successive war 
bonuses, uniform in amount throughout the service, and totalling 
eventually 33s. per week. The inequalities of pay between men 
of the same grade were thus maintained ; while the higher-paid 
grades received a smaller percentage advance than the lower-paid. 
In the early months of this year the railwaymen presented to the 
Government, among other demands, the demand for “ standardisa- 
tion,” and it is at this point that the story of the negotiations 
really begins. The demand for standardisation involved three 
principles, which it is important to distinguish : (1) the removal 
of the inequalities between men of the same grade, the principle 
of standardisation proper ; (2) the continuance of the war bonus 
as part of the permanent wage; (3) the levelling-up of the wages 
for each grade to the highest wage received by any member of the 
grade. The first of these principles the Government accepted 
readily enough. It was, in fact, common ground. The inequali- 
ties were admittedly exacerbating and indefensible. The Govern- 
ment declined to accept the second principle, and, in declining 
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this, they automatically ruled out the third. Now it is essential 
to note that the question of the permanency of the war wage stood 
in March in a very different light to that in which it stood in 
September. Prices were actually falling at the time; it seemed 
reasonable to assume—it was in fact the general expectation— 
that they would fall still further. If this were to happen, the 
demand of the railwaymen- for the permanent enjoyment of their 
war bonus was a demand that they should become really better 
off. This was not on the fact of it an outrageous claim; but 
obviously there was room for compromise. For if prices fell 
greatly, wages might be reduced less, and the railwaymen would 
still be somewhat better off. Much would turn on the extent of 
the reduction contemplated by the Government, and this was not 
a matter which could not be settled in a hurry. Accordingly, 
after the familiar crisis, a compromise was agreed to. The 
Government accepted the principle of standardisation, guaranteed 
that no railwaymen would suffer a reduction of wages before the 
end of the year, and promised to negotiate in the meantime as to 
what the standard rates should be. But, in accepting this com- 
promise, the railwaymen’s leaders had put their hands to an 
agreement declaring that “this would involve a transfer of part 
of the war wage to the permanent wage.” And, as the Prime 
Minister was quick to point out in the September conferences, this 
implied that part of the war wage would not be made permanent. 

Before the subsequent ~ negotiations had reached a definite 
stage, the tide of prices had turned, and their prevailing tendency 
to move upwards instead of downwards had revealed itself with 
an unhappy clearness. Thereby the character of the railway- 
men’s claim with regard to the war wage was entirely transformed. 
It ceased to be a demand for improved conditions, upon which 
they might fairly be expected to give and take. It became a 
demand for the maintenance of existing conditions, a demand 
of obvious justice and commofi sense. ‘There remained, as open 
to serious question, only the third principle of the standardisation 
claim. ‘To level up to the highest wage in each grade would mean 
an advance of wages (at any rate of money wages) for most 
railwaymen. And, though the Government might be expected 
to concede some levelling-up (for had not Mr. Bonar Law admitted 
that everyone realised that standardisation must mean standardisa- 
tion upwards ?), a levelling-up to the very top was, in the case of 
some grades, an extreme claim. Here they might still be expected 
to give and take. But standardisation at a lower level than the 
highest would mean asking some men to accept lower wages in 
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the new year, obviously an awkward question, the prospect of 
which was, for the railwaymen’s leaders, reason enough for 
anxiety. No such difficulty occurred, however, over the stan- 
dards for the engine-drivers and firemen, whose case was dealt 
with first. For in their case the Government (though they main- 
tained later that this was a pure coincidence) made an offer which 
embodied precisely the three points in the railwaymen’s claim. 
The highest combined wage received by any driver, and the 
highest received by any fireman, were made the standard rates 
for these grades, although, according to Mr. Thomas’s statement 
at the Downing Street conferences, less than 3 per cent. of the 
drivers, and less than 2 per cent. of the firemen, had been pre- 
viously receiving these wages. The railwaymen later treated this 
as evidence of their contention that the Government (or a certain 
section of it) intended to provoke a conflict, and sought in this 
way to impair the railwaymen’s unity. But this interpretation 
is at least not required by the facts. For the N.U.R., though 
they never asked for the application of a more favourable prin- 
ciple to the locomotive men, had at least pressed their claims with 
special emphasis on the grounds that, being the best-paid grades, 
they had secured the smallest proportionate advance of wages 
during the war. None the less, this full concession increased 
greatly the awkwardness of any prospective compromise over the 
other grades. The locomotive men at once received their new 
standards, which meant for almost all of them an increase of pay. 
The hopes of the platelayer in receipt of 51s. per week that he 
would shortly be levelled up to the platelayer receiving 54s. or 
more were stimulated. He became impatient of further delay ; 
and it was now clear that both his disappointment, if his full 
hopes were not realised, and the resentment of the best-paid plate- 
layer if his wages were to be reduced in the new year would raise 
difficulties which it would require all Mr. Thomas’s diplomacy to 
smooth over. With such problems in mind the N.U.R. executive 
pressed for a speeding-up of the negotiations, and asked for a 
final offer covering the remaining grades. It is clear that it must 
have come to them as a complete shock when the Government, 
in response to this request, submitted standards some 20 per cent. 
below the current wages for the remaining grades. This was the 
“definitive offer”; it contained no word of the possible continu- 
ance of any part of the war bonus after the end of the year. The 
decision to strike was promptly taken. It was then publicly 
announced on the Government’s behalf that the fixing of the 
standards was not intended to prejudge the question of the con- 
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tinuance of part of the war bonus after the end of the year, upon 
which there was ample time to negotiate as a separate matter. 
At the Downing Street conferences which followed the Govern- 
ment offered the guarantee, which bore so fair an appearance, 
that no railwaymen would suffer a reduction of wages until the 
end of the following March in any case, or, subsequently, until 
the cost of living had fallen for three consecutive months below 
a certain figure. The railwaymen were firmly convinced that this 
promise was an afterthought, and that the Government originally 
intended a reduction of wages independently of the cost of living 
as the first move in an attempt to lower wages throughout indus- 
try. This must remain essentially a matter of speculation, but 
its plausibility can only be estimated in the light of an examina- 
tion of the nature of the Government’s final proposal. 

This meant in effect the repudiation of the first and funda- 
mental principle of standardisation, which had throughout been 
common ground between the two parties. One platelayer would 
still receive 51s. and another 54s., although they would have what- 
ever satisfaction they could derive from the fact that they were now 
receiving varying war bonuses on the top of a uniform basic wage, 
instead of vice versd. The standards would thus remain of purely 
academic interest until such time as the cost of living had fallen 
sufficiently to justify a reduction of wages from 51s. to 40s. At 
the lowest this would require a fall in prices of some 20 per cent. 
on the present level, or some 50 per cent. reckoned on the pre- 
war level, while a bigger fall than this would be necessary if, as 
was somewhat vaguely indicated, the Government intended that 
wages should not fall as much as the cost of living. This would 
be, even on the rosiest view of the future course of prices, a 
preposterous Greek Kalends to which to relegate the question of 
standardisation ; and, as the Government cannot be supposed to 
have wished to make nonsense of the principle of standardisation, 
this lends much substance to the railwaymen’s conviction that a 
reduction of wages was originally intended. What is more certain 
is that the Government’s final offer on the eve of the strike was 
inherently unsatisfactory, since the inequalities of pay were a 
considerable and legitimate grievance, the removal of which the 
railwaymen could not be expected to forgo indefinitely. For this 
reason the most important clause of the ultimate settlement was 
that declaring that “negotiations shall be continued with the 
understanding that they will be completed before December 31st, 
1919,” which can only mean a reconsideration of the standard 
rates. 
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In the meantime the strike has done much to render difficult 
what is fast becoming the only rational solution of the whole 
problem. Prices are approaching, if they have not already 
reached, the point when the railwaymen’s claim to a “levelling 
up” passes, like the others, from the domain of legitimate con- 
troversy to that of simple justice. For it becomes the fairest 
method of granting the further advance of wages required to 
keep pace with the cost of living. But to grant the railwaymen’s 
full demands is politically impossible for a Government which has 
lately fought on the issue, and fought with some measure of 
success. It would be possible for them to retain their standards, 
but add to them a uniform bonus calculated for each grade so as 
to yield a total wage which would mean in effect a “levelling up.” 
And, though the railwaymen in their turn could hardly accept 
this, it is not improbable that a compromise will be found in a 
levelled-up total wage, composed of a somewhat higher standard 
and a somewhat lower bonus. But such a solution would be not 
only absurd in form, being based on an unreal hypothesis, but 
would be liable to produce materially mischievous results, because 
of its inevitable reactions on the similar war-bonus question in 
other industries. The possibility of securing lower prices, or, for 
that matter, of checking the increase of prices, depends upon 
increased output; and increased output depends largely on the 
will of the workers. In these circumstances it is bad policy from 
any point of view to make the workers believe that lower prices 
will not really benefit them, may indeed materially injure them, 
unless they are prepared to trust implicitly in the fluctuations of 
a necessarily somewhat imperfect index-number, which already, 
they believe, underestimates the increased cost of living, as they 
know it from experience. There must be few competent observers 
who can doubt that the war bonuses will continue throughout 
industry for an indefinite period ahead. It is high time that the 
principle of their permanence was openly accepted. 

A word must be added on a matter which has been the subject 
of much discussion. In all disputes the function of mediation is 
of inestimable importance. For lack of a mediator of sufficient 
standing to command attention, a dispute may drag on for long 
after a settlement is possible. We are accustomed to look to the 
Government to fulfil this réle in big industrial disputes. But 
in this instance they were one of the parties concerned ;.and the 
essential office of mediator was left vacant until it was filled by 
an odd turn of events but with entire success by the leaders of 
the Transport Workers’ Federation. This has been used as an 
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argument against the policy of Nationalisation ; but the difficulty 
is inherent in the vital character of the railway service. The 
railways are not, it so happens, under national ownership at the 
present time, and no conceivable modification of the present 
control can alter the fact that the Government, so long as it 
remains the rate-fixing or rate-controlling authority, is the effec- 
tive regulator of wages. Nor can an attempt to conceal their 
responsibility serve except to irritate, as evasions always do. 
Moreover, when a stoppage occurs on the railways, the Govern- 
ment is driven by its obligations to the community to play the 
role of strike-breaker. The idea that Governments can in these 
days maintain an attitude of detachment and impartiality to dis- 
putes touching the vital public services is a chimera, as the action 
of the United States Government in the dispute in the (privately- 
owned) coalfields well shows. We should draw a more profitable 
moral from our experience if, instead of seeking a form of 
administration which may enable our Government to pose uncon- 
vincingly as an impartial mediator in the event of a stoppage, we 
concentrated on securing one under which stoppages are less 


likely to occur. 
H. D. HENDERSON 








REVIEWS 


A Historical Review of the Economic Conditions of the British 
Empire from the Peace of Paris in 1815 to the Declaration 
of War in 1914 based on the Parliamentary Debates. 
Edited by WituiAmM Pace, F.S.A., with a Preface by Sir 
WituiAM ASHLEY. (Constable. Vol. I. Pp. xv+492. 
Vol. II. Statistical Tables. Pp. 237.) 


THE nineteenth century is full of economic achievement in 
which Great Britain took the lead. It is characteristic of the 
English self-depreciatory attitude that this country, the great 
pioneer in the new mechanism, finance, trade and transport, 
should have produced hitherto no first-rate history of her work, 
and that nothing existed up to the last few months! which 
showed how and why she was the dominant world Power during 
that period. Yet she trained engineers for the world, she built 
railways, ships and bridges for the world, she made machines 
for the world, she wove cloth for the world, and she financed the 
undeveloped countries. Although she was the greatest of all the 
colonial Powers in the nineteenth century, there exists no book 
which describes how she dealt with the huge land areas at her 
disposal, no history gives in detail the methods by which the 
English-speaking race was transferred to three new continents, 
no book explains the clash which has arisen when transport 
developed so that the coloured population of that vast Empire was 
able to enter the colonies inhabited by white men. The country 
whose ships were to be met with at all times within the seven seas 
has no great history of her world-wide services in facilitating dis- 
tribution. Forty per cent. of the seaborne trade of the world was 
concentrated in 1913 on these scraps of islands on the outskirts of 
the Atlantic, and the people of the United Kingdom have only 
statistical record of the magnitude of the world exchange they 


1 Professor Marshall in his new book Industry and Trade deals with 
‘* Britain’s Industrial Leadership ” in Chapters iii., iv. and v. 
2 Cd. 9092 (1918), p. 75. 
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facilitate. The conquest of space, the rapidity of the transfer of 
goods, the security of trade and travel, the regularity of dispatch ; 
all these are recent things in economics ; they are due to Great 
Britain and their epic has remained unsung. Sombart has written 
Deutsche Wirtschaftsgeschichte im neunzehnten Jahrhundert. 
Levasseur has written the Histoire des classes ouvriéres en France 
aprés 1789, in two ponderous volumes of over 800 pages each, and 
they chronicle French achievements only up to 1870. After that 
date he takes another volume of similar length to describe Ques- 
tions ouvriéres sous la troistéeme république. Mavor has written in 
two volumes the economic history of Russia, but no one has as 
yet written the economic history of the British in the century 
of their greatest effort. It is, perhaps, due to the fact that the 
subject is almost too vast; it would have to embrace the world, 
so great was England’s universal influence during this period. 
The book under review attempts to fill this gap. It chronicles 
the economic happenings chiefly as they appeared to be important 
to contemporary Members of Parliament. The book, though 
useful, is dreary. It lacks emphasis. It is only really a tool for 
economic historians who know what they want to look for and 
wish to verify something. In following chronology it leaves no 
definite impression which would make it useful for ordinary 
readers, because it passes so rapidly from one subject to another. 
The headings of the chapters do not give one much clue as to 
the character of the chief economic events of the time : “ War and 
Finance, 1852 to 1859,” “Free Trade, 1859 to 1868,” ‘‘ Retrench- 
ment and Reform, 1860 to 1880,” “Organisation, 1880 to 1892,” 
“Unrest, 1910 to 1914,” are too vague to be good signposts. The 
supremacy of Great Britain during the past hundred years has 
been based on the excellence of her manufactures, the abundance 
and transportability of her coal, her ubiquitous shipping, her huge 
investments abroad and her great network of financial organisa- 
tions for international trade which has made the bill on London 
the world’s commercial currency. Yet none of these things are 
really made prominent in this history. Those who use the 
book are not much helped by a rather inadequate index. For 
instance, there is nothing in the index under the head of 
inspector. Under the head of factory and workshop legis- 
lation one finds ‘‘Women inspectors appointed,” but presum- 
ably no men inspectors ever existed, as there is no reference 
to them. It is only when one knows that they started in 1833 
and reads through the 1830-1841 chapter of forty-three pages 
that one finds them. But to persons who do not know the facts 
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this is a drawback. Again, there is one index reference to estate 
duties, none to legacy duties, and three to succession duties ; but 
no cross references to help the person who did not know that 
succession and estate duties were the same form of finance. 
Under income tax there is no reference to show that an excellent 
history of the changes in the income tax has been prepared in 
table 9 of Vol. II. The only references to “towns” in the index 
is the Town-planning Act. There is no heading “ municipalities,” 
nor can I find any mention in the text of the Municipal Reform 
Act of 1835, which prepared the way, by breaking up the close 
corporations, for the great economic activities of the towns during 
the nineteenth century. A chronological history should have a 
first-rate topical index to be really useful. 

The method adopted of chronicling only what is reflected in 
Parliament has serious defects, especially if it is intended to give 
an adequate account of the English, who are self-castigators by 
nature. They are always vocal when things go badly, but are 
never willing to admit that things are going well. This history 
records a long series of complaints about the pressure of foreign 
competition, even when we know from other sources how 
supreme was the English position up to 1870. I do not think 
that anyone reading this history would gather the impression 
that England was exceedingly prosperous between the years 
1850-1870 ; that prices were rising, but that wages were rising 
out of proportion to the rise of prices; that employment was 
brisk, and that enormous sums were being sent abroad as loans. 
It would be easy to prove from contemporaries that England has 
gone down-hill ever since the time of Julius Cesar. 

It seems to me that more use might have been made of some 
of the standard reports of Commissions. For instance, one of 
the most important events in the history of engineering was the 
introduction of machine tools, 7.e., machines to make machines. 
Up to 1820 machines were all constructed by hand, they varied 
enormously, they were expensive, and there was great difficulty 
in getting them to work properly when set going, while repairs 
were a standing obstacle to the general introduction of machines. 
After the introduction of machine tools machinery could be 
turned out rapidly and accurately by mere labourers. It was 
then that the real industrial “revolution” occurred. Of this I 
can find no mention in a book purporting to treat of commerce 
and industry. If the reports on the export of machinery in 1825 
and 1841 had been utilised, I think this would have been fully 
realised and more stress laid on Great Britain’s continuous pro- 
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gress in technique during those years while her influence on 
foreign countries becomes at once apparent. 

Again, in a book dealing with British commerce, surely some 
reference ought to have been made, even if Members of Par- 
liament did not realise it, to the revolution in commerce 
occasioned by mechanical transport. In the sixteenth century it 
was spices; in the seventeenth and eighteenth colonial products, 
such as tea, coffee, sugar and tobacco, that were, together with 
wool, the chief objects of commerce; in the nineteenth the com- 
mercial revolution consists in the prominence and value of the 
bulky products, coal, iron, wheat, meat, cotton, timber, as well 
as such new products as jute, petroleum, edible oils and rubber. 
Wool is the only thing that holds its place in the scale of relative 
importance. The things that counted most in commerce had 
changed completely. 

There is, however, no work known to me in which there is 
such a good chronicle of recent events since the opening of the 
twentieth century. 

There are some errors of minor importance in the Introduc- 
- tion. Speaking of joint stock companies (p. 7), the author says : 
“These companies did not seek . . . such [exclusive] privileges 
in European countries.” The Muscovy Company, founded during 
Mary’s reign to trade with Russia, was a joint stock company, 
and certainly sought and obtained exclusive privileges. The 
Levant Company, 1851, was also a joint stock company up to 
1600. They traded with both the Italian peninsula and Turkey 
and also sought and obtained exclusive privileges (W. R. Scott, 
Joint Stock Companies, IT.). Nor is it correct to say that the East 
India Company, founded as a regulated company, became a joint 
stock company in 1612. The committee that met in 1599 
decided that the trade to India was so remote that it could not 
be carried on “but in a joint and united stock” (Scott, II., 
p. 91). The voyages were joint stock from the very first, but 
they were terminable stocks and with a share out of capital and 
profit after each voyage. In 1613 the capital was adventured for 
four successive voyages, and to avoid the fatal name of thirteen, 
as this voyage would have been the thirteenth, it was called the 
“First Joint Stock.” 

It is also quite misleading to say on p. 8 that France, our 
great commercial rival, was “entirely preoccupied during the 
last half of the eighteenth century with war.” In 1788 her 
export and import trade were larger than those of Great Britain, 
being about £40 million (Levasseur, Hist. du Commerce, II., 
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p. 517), while the British was £32,261,000 (Leone Levi, British 
Commerce, p. 64). The French colonial trade (excluding the 
Indies) was greater in 1789 than that of Great Britain in 1771-2, 
when the latter still possessed all her North American colonies. 
The import and export trade of Great Britain with her American 
colonies was £9,535,390 at that date, and that of France amounted 
to £11 millions in 1788, reckoning the livre as the equivalent of 
the franc and twenty-five francs as equal to the £. Her total] im- 
ports had grown from £3°7 millions in 1715 to £23°6 in 1787, the 
exports from £4°7 to £20°7.1 It is a marvellous record of expansion, 
and shows that France was by no means entirely preoccupied by 
war. She was also carrying out a series of liberal reforms of all 
kinds in agriculture, finance and industry. Her roads were improv- 
ing and were the best in Europe. She was a most formidable rival 
of this country. Indeed, France was the foremost industrial 
Power before 1789, and England was second. It was the destruc- 
tion caused by the French Revolution that gave England the 
chance to forge ahead. 

Professor Ashley has written a most interesting introduction 
to this book, contrasting the position of England in 1815 and 
1914, and pointing out the significance of the figures in Vol. IT. 
These latter are a collection of very useful tables dealing with 
population, trade, employment and finance during the century. 

As one traces in this work the story of the spread of English 
influence beyond the seas, it is perhaps consoling to think that, 
although it may be cur turn some day to undergo a period of 
economic decline, we shall have stamped ourselves even more 
indelibly on the world than the ancient Romans. 

The sixteenth century belonged to Spain, the seventeenth to 
Holland, the eighteenth to France, but the nineteenth is the 


century of the United Kingdom. 
L. KNOWLES 


The Early English Customs System: A Documentary Study of 
the Institutional and Economic History of the Customs from 
the Thirteenth to the Sixteenth Century. (Harvard 
Economic Studies, Vol. X VIIT.) By N.S. B. Gras, Ph.D. 
(1918.) 


Dr. Gras, already known to English scholars by his work 
on The Evolution of the English Corn Market, has made an 
important contribution to the study of the early English customs 


1 Levasseur, Hist. du Commerce, I., 517-18. 
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system. His book is divided into two parts. The first contains 
an exposition of the history of the customs down to the middle 
of the sixteenth century; the second “provides materials for 
further study” in the shape of five to six hundred pages of 
customs documents. 

Scholars will probably turn first to these “materials for further 
study,” for the Introduction is itself based upon them; and they 
will find their contents well worth the labour of minute investiga- 
tion. Historians of the customs have hitherto relied mainly upon 
summary accounts of the customs, which give a summary of 
foreign trade, but not a detailed record. Dr. Gras, who tells us 
that he is “the first privileged to utilise” a new series of accounts 
“discovered at the Public Record Office,” bases his work upon 
the particulars of customs accounts—detailed customs accounts 
which place before us “information about the exporter or im- 
porter, the amount, kind, and often the value of the goods, the 
customs paid, the ship and master of the ship, the date, and the 
port in question.” The value of documentary material of this 
kind cannot be over-estimated. Ji «ves to show the nature of 
our trade connections, and the character of our imports and 
exports at different periods. It illustrates the activities of native 
and foreign shippers, and enables us to trace the gradual elimina- 
tion of the foreigner from the control of the carrying trade. It 
throws light upon the origins of English industry and provides 
data for the history of prices. 

Take, for example, the woollen industry, the staple industry 
of England from the twelfth to the nineteenth century. It is 
evident from the Patent Rolls and other sources of evidence that 
long before the immigration of Flemish artisans under 
Edward III. large quantities of cloth were worked up for a 
market in numerous parts of the country during the twelfth and 
thirteenth centuries, and were also exported abroad. A study of 
the customs accounts abundantly confirms this view. The cus- 
toms paid on commodities exported from Boston in 1303 (Feb- 
ruary 10th to September 28th) amounted in round figures to £70. 
Nearly 30 per cent. of this sum was paid on cloth dyed, undyed, 
or partly dyed (p. 288); the rest, about £50, was paid on com- 
modities (aliarum rerum) valued at over £4,000. Moreover, the 
commodities covered by the term aliarum rerum also included 
cloths of England and worsted, of which three lots alone were 
worth near £1,400. Indeed, one foreign trader, Tidman, whose 
namesake was said in 1347 to own the monopoly of tin in Corn- 
wall,’ exported no less than £250 worth of cloth of England. 
1 Rotuli Parliamentorum 11, 168. 
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On the other hand, considerable quantities of cloth were im- 
ported into this country. The customs paid by aliens at Boston 
during the period in question on cloths, dyed, undyed, or partly 
dyed, amounted to nearly £70, or over three times the amount 
paid on the export of similar kinds of cloth. It may be remarked 
that Misselden in his Circle of Commerce printed an old 
Exchequer account assigned to 28 Edward III. in which the value 
of imported cloth was stated to be three times that of exported 
cloth. It is worth while to observe that almost the whole of 
the imported cloth was undyed, and this, taken in conjunction 
with the large sums recorded by Madox as paid on imported 
woad in the twelfth century, suggests that native dyers were more 
successful in meeting the requirements of their age than they 
appear to have been in later centuries. 

In the light of the evidence which he has collected Dr. Gras 
formulates a new theory as to the origin of the English customs. 
He rejects the well-known theory that the customs system took 
its rise in prerogative prises; in other words, that the national 
customs originated in the King’s practice of seizing goods to his 
own advantage, a practice supposed to have been “finally changed 
into a system of commuted money payments.” Instead he puts 
forward the view that the national customs originated in money 
dues rather than in prises, and were founded upon the model of 
the local customs, which are held to have constituted “the proto- 
types of the national customs.” It is possible to argue that the 
prototypes themselves may have originated in arbitrary exactions 
which were afterwards reduced to a system, but at any rate 
Dr. Gras has succeeded in throwing considerable light upon the 
obscure history of the pre-Edwardian customs system. He 
gives an excellent account of the local, or, as he terms them, 
the “semi-national” customs—namely, lastage or dues paid by 
ships leaving port with cargoes of regular merchandise, scavage 
or tax due in seaports on wares imported from beyond seas, wine 
custom or “cornage,” and the wine prise, ultimately a money 
payment known as ‘butlerage—and of the national customs 
system of King John (the Winchester Assize of Customs), and 
the novum ausilium of 1266. This leads up to the “Edwardian 
customs establishment,” the three pillars of which were the 
ancient custom of 1275, here treated as “a really new custom, 
new in kind, in the machinery of collection, and in the authority 
establishing it,” and not “an outgrowth of the prise” (p. 65), the 
new custom of 1303, and the cloth custom of 1347 . 

In the discussion on town tolls Dr. Gras points out that “the 
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exemption of certain privileged persons from the necessity of 
paying town customs was one of the main features of the system ” 
(p. 25). But he has not remarked that in many cases the privi- 
lege was not valid for purposes of trade. Tenants in Ancient 
Demesne, for example, were not exempt from toll (despite Fitz- 
herbert’s assertion to the contrary) when they bought and sold 
their goods as merchants. - Dr. Gras raises the question whether 
“these exemptions were not really short-sighted royal concessions 
to rich towns, or places under the patronage of a powerful lord, 
and in all cases the logical completion of an exclusive and privi- 
leged order of things” (p. 1382). This interpretation is hardly likely 
to commend itself to historians. An “exclusive and privileged order 
of things” already existed in the trade monopoly established by 
the merchant gild and in the protective system of the corporate 
boroughs, and its destruction was largely effected by this very 
process of piecemeal encroachment on the part of competing com- 
munities. Liberty emerged from the conflict of rival and over- 
lapping libertates ; and the multiplication of grants of immunity 
facilitated commercial intercourse, and paved the way for national 
economic unity by breaking down the local customs barriers. 
Moreover, the long list of boroughs whose citizens were entitled 
to exemption from local tolls by virtue of charters or commercial 
treaties indicates that immunity was not the privilege of the 
“rich towns” alone, but that, on the contrary, the great mass of 
traders throughout the country were able to claim freedom of 
traffic. 

In his remarks on the Hanseatic League Professor Gras takes 
exception to a statement by the present writer that the immunity 
of the Hanseatic merchants from the cloth duty of 1347 is the 
“measure of the preferential tariffs enjoyed by the Hansards.” 
“Tt was really,” he comments, “the striking exception.” It 
was really nothing of the kind. Under the Tudors the Hansards 
were not only exempt from the cloth duty of 1347, but also from 
the subsidy paid on all goods (except, probably, wool and skins).* 
On commodities other than wool, skins, wax and cloth, natives 
paid a subsidy of 12d. per £, foreigners (other than the Hansards) 
paid a subsidy of 12d. plus the custom of 3d., and the Hansards 
paid the custom of 3d., but no subsidy. This custom of 3d. in 
the £ is evidently their privilege, mentioned by Wheeler,’ “to 
carry out and bring in wares for an old custom of one and a quarter 
upon the hundred.” Further, in the case of wax, where other 


1 The Hansards (like natives) paid a small subsidy (1d.) on worsteds; other 
aliens paid a subsidy of 12d. in the £. 
2 Treatise of Commerce (1601), 63. 
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foreigners paid 2s. in custom and subsidy, the Hansards, like 
natives, paid only the custom of 1s. 

Among other points of interest light is thrown upon the sub- 
ject of partnership. English and foreign merchants traded in 
partnership (pp. 168 seq., 225, 454), and the mariners’ portage at 
Boston in 1327 appears to foreshadow the later joint-stock com- 
pany (p. 114). There is occasional mention of women traders, 
e.g., Johanna vxor Admar’ de Lile, who imported over twenty 
tons of wine (p. 401), and Nell’’ Bartholomuxdoghter, who im- 
ported into England (v. 500) a barrel and a half of spice cakes and 
a sack of patyns (paten cakes). This supplements what is already 
known of the part taken by women in industry and local trade. 
Among the commodities imported at the beginning of the four- 
teenth century we find lane Hispannie (pp. 312 seq.), destined 
ultimately to take the place of English wool as the finest in 
Europe. Another interesting commodity, exported from England, 
is “cloth of Ireland.” Macpherson identified it as Irish cloth, but 
it may possibly have been a kind of worsted cloth, since (according 
to the editors of the Norwich Records) worsteds were sometimes 
called “Trelonds.” 

The Patent Rolls have already disclosed the fact that the 
extent to which English merchants carried on foreign trade in 
the thirteenth and early fourteenth century has been greatly 
under-estimated. The customs accounts, particularly after 1347, 
afford indications as to the nationality or domicile of the shippers, 
and so provide a basis for comparison of the activities of denizens 
and aliens. It is evident that native traders were responsible 
for a very large number of shipments. Moreover, of the eighty- 
two ships engaged in the wine trade in 1327-28, about fifty-seven 
were from English ports, revealing the “surprising fact that 
England was supplying even alien importers of wine with most 
of their shipping” (p. 399). 

We have noticed a number of slips. On p. 109 the number 
of cloths of part grain imported at Boston is given as 47 instead 
of 45, and the figure 91 on the same page should be 90. On 
p. 111 the number of denizens carrying on foreign trade is given 
as 143 instead of 142, and the number of shipments as 3,847 
instead of 3,837. The statement on p. 115 that Winchelsea took 
one tun of wine does not seem correct. But these are trifling 


blemishes in a work of undoubted value. 
EK. Lipson 
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The Economic Foundations of Peace: or World-Partnership as 
the Truer Basis of the League of Nations. By J. L. Garvin, 
Editor of the Observer. (London : Macmillan and Co. 1919. 
Pp. 574. 8vo. 12s. net.) 


By what devices of international agreement and organisation 
can the peace and prosperity of the world be best ensured? The 
volume before us aspires to the height of this great argument. 
It is conceived in a lofty public spirit, and is written with know- 
ledge, imagination, and an almost passionate fervour. 

Taking the Covenant of the League of Nations as it stands, 
we find that some of its critics, not in America alone, are of 
opinion that its advantages on the whole are outweighed by its 
disadvantages. They believe that the paper provisions, as Carlyle 
says, will not march. They fasten upon President Wilson’s speech 
claiming that in the past we have been minding our own business, 
but that in the future we shall be minding other people’s busi- 
ness, as a condemnation of the scheme. And this, not because, 
as Mr. Garvin would have it, they are craven doubters who have 
no vision, but because they believe the result will be discord, 
' paralysis, procrastination, and inefficiency, and because they dis- 
like the corollary that others will mind our business. They hold 
with a former Prime Minister of our country that good govern- 
ment is no substitute for self-government, while denying, on the 
experience of Egypt and other countries, that international control 
would be good for the nation concerned. In a word, while ardently 
desiring the peace and happiness of the world, they contend that 
this is not the best way to promote it. It is a defect that instead 
of detailing the arguments of this school and subjecting them to 
initial analysis Mr. Garvin brushes them aside as unworthy of 
serious consideration. 

Others there are who feel that the League of Nations is a great 
stride in the progress of humanity. They hope and believe that 
it will make the armed conflicts of peoples a thing of the past, 
and that, given international security, the healing power of com- 
merce—mental and moral as well as material—between the 
nations will assert its sovran power and give us a better world. 
With these our author is almost equally impatient. If the League 
is to be juridical, political, diplomatic, a paraphernalia of sealing- 
wax, red tape, big-wigs and special constables, it will, in his view, 
miserably fail of its objects and lose its opportunities. 

What, then, is required? Mr. Garvin demands a World- 
Partnership, a new way of working together, an allied Economic 
Council to pool, purchase, and allot among the nations the essen- 
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tial foodstuffs and raw materials, international codes of labour, 
the restoration of Germany and Russia to healthy working con- 
ditions, and their early admission into the League of Nations. 
The League has already its economic and financial organisations 
designed to carry us through the period of transition, but Mr. 
Garvin would like to see them develop into permanent institu- 
tions. He sees no middle course between “‘the fullest competition 
and the fullest co-operation.” Extolling orderly regulation of 
world-business by something approaching a Parliament of Man, 
he exhausts his epithets of condemnation of free competition— 
soulless, scrambling, profiteering, anarchic, and internecine. Un- 
fortunately, in the mere matter of hard swearing he can hardly 
outdo the advocates of the opposite side, to whom private enter- 
prise and free competition are healthy, natural, and beneficent, 
while the dead hand of Government working through the insane 
formalism of bureaucracy is blighting, blundering, and fatal. The 
reviewer is not called upon to discuss these antitheses. Suffice it 
to point out that Mr. Garvin is forensic and not judicial. His 
volume is a declamatory brief. Simile, epigram, and rhetoric are 
abundant. But rhapsody on the establishment of a Postal Union, 
the progress of aviation, and the shrinkage of world-distance is 
not logically knit to the argument so closely as to persuade the 
judicial reader that these changes tell one way rather than the 
other. The over-emphasis is so insistent that it tends to provoke 
an anti-bias in those who have a prejudice against prejudices. 
When all this has been said the fact remains that the book 
contains much enlightening information, and is an able and 
interesting contribution to one side of a problem of the highest 


importance. 
Henry Hiaas 


The Foundations of National Prosperity. Studies in the Con- 
servation of Permanent National Resources. By RicHARD 
T. Evy, Ratpo H. Hess, Cuarues LL. KeItH, AND THOMAS 
Nixon Carver. (New York: The Macmillan Company. 
1918. Pp. xxix +378.) 


THE four essays which make up this volume were prepared 
independently by their writers for the second Pan-American 
Scientific Congress, and were subsequently collected and brought 
out in volume form. A little repetition is therefore to be expected, 
although the four writers treat different aspects of the subject. 
Professor Ely introduces the reader to the general theory of 
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conservation. The vast resources of America have in the past 
encouraged carelessness and even waste. In 1870 Webster's 
Dictionary did not contain the word “forestry”; in 1893 a Ger- 
man visitor to the World’s Fair at Chicago characterised his 
hosts as a nation of butchers, who slaughtered the gifts of Nature, 
wasting their forest resources, their mineral treasures and their 
soil. Since then America ‘has begun to make up for her past 
sins, and the conservation movement led by President Roosevelt, 
Gifford Pinchot, and President van Hise has gained much ground. 
Since it is obvious that a nation must learn to conserve its 
resources, if it would live, this point is demonstrated at somewhat 
undue length by the writers of the first two essays. The question 
of practical interest to-day is how far the existing systems of 
private ownership and individual enterprise can be relied on to 
achieve the nation’s purposes. Three out of the four writers 
do not arrive at very definite conclusions on this point. Professor 
Ely does indeed deplore the wastefulness of unregulated compe- 
tition, and maintains that laissez-faire and conservation are 
incompatible. Not only is individual vision apt to be too limited 
. —the individual has no adequate inducement to conserve the 
nation’s resources where his own interests happen to conflict with 
its demands. The near exhaustion of the coalfields, for instance, 
will lead no one to deny himself a single scuttle of coal. On the 
other hand, Professor Ely holds that private ownership in land 
gives the best results, and that the freehold has justified itself. 
He considers that oil-bearing lands should be State-owned, since 
oil is essential to the Navy and national defence, and he advocates 
State-ownership for forests, minerals and for water. Neverthe- 
less, he would have mines operated privately, with a limited 
amount of public ownership. This position he considers that past 
history has made inevitable, and he consoles himself with the 
reflection that there is a greater degree of harmony between 
private and public interests than has generally been supposed. 
Professor Hess reaches very similar conclusions. His main 
thesis is that each stage of economic evolution has its own pro- 
blems of conservation, and a policy best suited to its purposes. 
In the early stages of a country’s development, reckless and 
wasteful exploitation of its resources is almost inevitable. The 
pioneer must have immediate returns at whatever cost; later, 
when capital is more abundant and investors can wait for their 
profits, conservation becomes possible. After laying considerable 
stress on the inadequacy of the motives that would lead private 
individuals to practise conservation, the writer nevertheless con- 
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cludes that, where there is no danger of monopoly, good private 
business policy usually parallels social welfare. 

The third essay deals exclusively with mineral resources, and 
Professor Keith considers the problems presented by coal, iron 
ore and copper in some detail. The crucial question is: “What 
are the available resources?” and an exact reply is impossible. 
It is not really helpful to the citizens of the United States to be 
told that the life of their coalfields may be anything between 
100 and 4,000 years, with a probability in favour of the nearer 
limit. The supplies of iron ore are no easier to gauge, since the 
reserves in unexplored regions are impossible to estimate. It 
is suggested that there will probably be no shortage for 200 
years or more. Moreover, methods of extraction from low-grade 
ores are constantly improving. The same applies to copper, the 
supplies of which afford no ground for anxiety. 

Professor Keith is of opinion that public ownership could 
improve very little on the methods already in operation under a 
system of private enterprise, and concludes, like the previous 
writers, that there is more harmony between private action and 
public welfare than one would be inclined to suppose. 

Public ownership could improve the conditions and the yields 
of the poorer mines, and would have the advantage of better 
credit and the power of borrowing at a lower rate of interest. It 
could eliminate resource and royalty costs, control over-capitalisa- 
tion, and encourage co-operation among competitive units. But 
we cannot forecast either our future requirements or the probable 
changes in the methods of extraction, nor is it possible to estimate 
the existing reserves. In these circumstances, the writer con- 
cludes, drastic measures in the interests of the future would be 
unjustifiable guesswork. 

Professor Carver’s essay on “The Conservation of Human 
Resources” is the most interesting and suggestive of the four. 
The whole question of natural resources, after all, resolves itself 
into a question of the capacity of the people who will use these 
resources. A capable race will extract a living from the poorest 
surroundings, while the richest natural resources will not avail 
a race of idlers and wastrels. 

In a suggestive chapter on idleness as a source of waste 
Professor Carver maintains that the involuntary idleness of the 
unemployed is much less to be deplored than the voluntary idle- 
ness of the leisured class. The unemployed are probably men 
of small ability, who would not achieve much even if they were 
busy, while the leisured class are likely to be persons of educa- 
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tion and capacity, whose idleness is a real loss to the community. 

In this respect the worst sinner is the business man who retires 

with a competence, for it is the very qualities which have secured 

him that competence and enabled him to retire, that would have 
rendered the greatest service so long as he remained active. 
Herein, and herein only, according to the writer, lies the per- 
niciousness of inherited wealth. 

Professor Carver introduces us to the idea that there is no 
economic or moral difference between the labourer who works 
only three days a week, because three days’ wage will suffice 
him for seven days’ needs, and the business man who works only i 
four hours a day and golfs in the afternoons, or the captain of i 
industry who retires in early middle life to enjoy his accumulated 
wealth. Each is equally wasting resources which his country 
needs, but the successful business man is wasting the talent which 
is most urgently needed. In short, the busy rich (whom Mr. 
G. D. H. Cole, for instance, finds so much more dangerous than 
the idle rich) are, according to Professor Carver, a nation’s most 
valuable assets. Another person of value is the investor, who is 
described as the shock absorber or insurer of society against waste. 

’ He automatically charges himself with the task of turning the ‘ 
productive energy of the country into the right channels. If he 
happens to choose a wrong channel, society will eliminate him, 
and the sooner the better for society. A skilful investor, on the 
other hand, who makes no mistakes, is one of the greatest con- 
servers of human energy. Unfortunately, the writer concludes, 
no method has yet been discovered by means of which men in a 
Government office, working on a salary, can be thus selected for 
the direction of the productive energy of society. 

Professor Carver offers no panacea for curing the ills of society 
except the gospel of work; the task of the nation builder of the 
future is to realise the available energy of the people and set it 
to work. “Thus and thus only can a nation grow great enough 
and strong enough to be fit to survive.” 
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H. REYNARD 


Principles of Political Economy. By THomas NIXON CARVER. 
(Ginn and Company. 8s. 6d.) 


THe lucidity and convincing manner in which Professor 
Carver lays down the conditions and expounds the principles of 
national prosperity and welfare make the dedication of his book 
most appropriate : ‘To all those who care to see their country 


grow strong and great.” 
112 
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He has derived inspiration from the economic lessons and 
achievements of the war; and realising that the final test of 
racial and national supremacy and endurance is conformity with 
economic principles, he keeps this point of view prominent 
throughout his book. Preparedness for this final and ultimate 
conflict among nations “will consist in the study of standards 
of living and the adoption of such standards and _ habits 
as will increase productive efficiency to the maximum and reduce 
the cost of living to the lowest point which is consistent with 
maximum productivity.” 

Professor Carver has with unusual skill kept economic theory 
in close touch with real life, thereby making his book interesting 
and stimulating for the ordinary reader. Differently from most 
writers on economics he considers it necessary to devote a special 
chapter to morals and religion, emphasising their important 
economic functions. The ethical aspect of the subject is further 
developed in the fifth part of the book—“The Consumption of 
Wealth.” Throughout this part of the book he aims at showing 
the reaction of the consumption of wealth upon the general pros- 
perity and strength of the nation. And, while deprecating the 
evil effects of wasteful luxury and pointing out the circumstances 
under which public opinion should condemn it, yet he maintains, 
as David Hume did, “that luxuries must be regarded as a store- 
house of labour which in the exigencies of the State may be 
turned to public service.” 

His discussion of co-operation is suggestive, and he carefully 
distinguishes co-operation among producers or among workers in 
stores and factories from certain forms of co-operation which he 
regards as quasi-capitalistic, such as co-operative creameries. And 
he considers there is a fundamental reason why co-operative 
enterprises have not flourished in the field of production as often 
as they have in the field of buying and selling. ‘Competitive 
production always works well; competitive bargaining sometimes 
works well and sometimes works badly. . . . In the field of com- 
petitive bargaining, however, evils frequently spring up where 
a large and widely scattered body of producers are at a great 
disadvantage in bargaining with a compact body of dealers.’ 
Where this is the case it is necessary for the producers to get 
together in a co-operative organisation in order to bargain on 
equal terms with the dealers. 

The problems of Money and Banking are treated too sum- 
marily, though he brings the American legislation on banking up 
to 1918, and his description of the Act of 1916, inaugurating the 
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American farm bank system, is adequate and interesting for 
those who aim at the reconstruction of agriculture. He does not 
adopt any general definition of money or credit, nor does he treat 
of credit in its relation to banking deposits, nor of the nature 
of the latter. 

His explanation of the ideas of total and marginal utility is 
inadequate. He does not. differentiate between the total utility 
of a commodity for society and for a given individual. And the 
diagrams on pages 278, 279, over-simplify the difficulties involved 
in the concept, and suggest the possibility of measuring the 
abstraction total utility. Total utility as an abstraction has little 
application to real life; and, as Professor Carver himself fre- 
quently points out, the really important problem in the economic 
world is the problem of having more or less of various things. 

If one indulged in_ philosophical refinements of language one 
might object to the statement on page 278 : “Utility exists in the 
object outside the human being, and is that which is capable of 
satisfying his desires.” This is incompatible with the next state- 
ment: “In proportion as the human being’s desire is capable of 
being satisfied, in that proportion does the utility of the object 
which satisfies that desire diminish as its quantity increases.” 
This statement shows that utility, as well as desire, has a sub- 
jective aspect and does not altogether exist in the object outside 
the human being. 

With reference to the diagram on page 278, he is not correct 
in saying that “when the quantity is represented by the line 
OG, each unit is desired with an intensity represented by the 
line OE.” The intensity represented by the line O E represents 
only the marginal utility, and not the intensity of each of the 
preceding units which is greater. 

In his chapter on “ Personal and Professional Services,” where 
he quotes from John Stuart Mill, he inserts in the second line 
of his quotation unproductive for productive labour. 

With reference to economic crises and industrial depression, 
he considers the explanation must be sought in the laws of value 
which govern investment. ‘A slight fluctuation in the value of a 
product tends to produce a violent fluctuation in the value of the 
establishment producing it. The farther goods are from some 
consumable product, and the more remotely their value is derived 
from that of some consumable product, the more violent the 
fluctuation in value tends to be.” 

He considers it possible for the Government by some sort of 
discriminative tariff to attract labour and capital from the less 
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productive to the more productive industries. Whereas indi- 
viduals when left to themselves confine themselves to those which 
are most profitable for themselves. And he points out that what 
is most profitable for the individual is not always the most pro- 
ductive for the country. Against this it might be alleged that the 
Government is not always the best judge in normal times of what 
is most productive; and that by admitting the principle of dis- 
crimination a way is open to political corruption. Again, this 
discrimination clashes with the principle laid down by him in 
discussing constructive liberalism. “The interests of the public 
are expressed quite as accurately on the market and through the 
price lists as through the ballot box and the statute books.” 

His discussion on the “Principles of Public Finance” is 
inadequate even for beginners, though the chapter on “ War 
Finance” omits none of the problems or the refutation of the 
many fallacies made familiar to us during the recent war. 

His treatment of “Communism, Socialism, and Anarchism ” 
is judicial, and though he is fully alive to the evils that have 
resulted from a capitalistic organisation of industry, yet he fur- 
nishes strong psychological and economic arguments against a 
socialistic structure of industry. 

He puts forward in the concluding chapter a programme of 
constructive liberalism which is capable of creating the proper 
conditions for labour. It fact, he seems over-optimistic in the 
efficacy of liberalism solving the problems of capitalism and 
poverty. “Under the system of free contract each man tends 
to find the place in the industrial system in which he can best 
fit. This is the method of trial and error. Each individual tries 
himself out and does not have to wait for the consent of someone 
else. Under the system of universal government operation the 
would-be farmer would have no better chance to test himself, or 
to advance on his own initiative, than he has now in the army of 
the civil service.” . . . “It is quite possible, by the use of a little 
intelligence and progressiveness, to create conditions under which 
the demand for labour will continually expand and the supply 
of unskilled labour continually contract, putting the unskilled 
labour in a continually improving situation with respect to the 
bargaining process, making it continually easier for the labourer 
to find a job at remunerative wages, but, as a necessary conse- 
quence, continually more difficult for the employer to find un- 
skilled labour at low wages.” 

Hence, he considers the remedy consists in adopting the 
means of decreasing the number of unskilled workers by educa- 














1919] HOLLANDER : WAR BORROWING 477 


tion, postponing the marriage period, restricting immigration, 
thrift, and a higher standard of living. By the adoption of these 
means a well-balanced populatior will be attained. 

His excellent chapters on the source of interest and the cost 
of capital and its price are based on those of his Distribution of 
Wealth. 

In his chapter on “Power” he does not attempt an adequate 
definition of that concept, and a mathematician would be apt to 
disagree with the sub-divisions of mechanical power that appear 
on page 141. 

Throughout the book there is required on the part of the 
reader an elementary knowledge of the principles and structure 
of labour and industry. It does not fulfil the functions of an 
elementary text-book. The absence of historical references to 
the classical aspects of economic theory further emphasises this 
deficiency. Yet this criticism should not take in the least from 
the real merits of the book, which can and ought to be read with 
advantage by any educated member of the community. Its style, 
lucidity, and clearly marked sequence of thought make it not 


only instructive, but pleasant reading. 
T. A. Smippy 


War Borrowing: A Study of Treasury Certificates of Indebtedness 
of the United States. By Jacop H. Houuanper, Professor of 
Political Economy in the Johns Hopkins University. (New 
York : The Macmillan Company. 1919. 12mo., 215 pp.) 


Ir Government is forced (or thinks itself forced) to borrow, it 
may seem to the plain man that the art may be summed up in a 
few words: ‘‘ Borrow as cheaply and as easily as you can.”’ 
Unfortunately, what seems at the moment to be the cheapest 
course may prove in retrospect to have been unnecessarily expen- 
sive, and when this cannot be directly established may be found 
to yield a terrible aftermath of social costs such as always follows in 
the train of an orgy of rag-money. 

The Treasury Certificates of Indebtedness of the United States 
are short-term negotiable securities differing only in unimportant 
points of detail from our Treasury Bills. Professor Hollander has 
done good service in his critical examination of the use of this 
engine of finance during the Great War. He touches lightly upon 
earlier borrowings of the United States. Are the details not 
written in the books of Dewey, Knox, and other authorities? But 
he gives us a lucid and complete account of borrowings since 
America entered into the Armageddon. And his analysis is a 
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useful supplement to the classical Public Debts of his distinguished 
countryman, H. C. Adams. 

What are the advantages and disadvantages of the short 
currency bill as compared with the longer loan? Is a long loan 
better if ‘‘ spectacular ’’ or ‘‘ globular,’’ or if ‘‘on tap ’’ by con- 
tinuous borrowing? If an instalment loan is floated, ought 
instalments to be accepted in advance of their due date? Ought 
over-subscription to be accepted? What are the effects of the 
different forms of borrowing upon prices, through inflation, upon 
the money-market, through stringency, and upon Government 
economy, either by causing an embarrassing plethora in the 
Treasury balance or by relaxing the control of expenditure through 
the operation of the maxim, “Easy comes, easy goes’’? These 
and other questions are of great practical importance, and their 
scientific examination should be of great practical service. The 
reader must turn to Professor Hollander’s volume for his guarded 
conclusions upon these subjects. His criticism of the United States 
finance is not one upon which a British student can form a confi- 
dent conclusion. The later Liberty Loans proved that money could 
be raised at lower rates than had been paid on bills. But on the 
general question of what was the wisest course to follow, we may 
do well to bear in mind that borrowing depends very much upon 
financial weather, that meteorology is not yet an exact science, and 
that operations on a colossal scale are not always carried out on the 
same terms as smaller operations, the change of magnitude intro- 
ducing something like a chemical change into the components of 
the problem. Finally the impulse of patriotism in a great national 
crisis may be strong enough to upset all the nicely calculated 
estimates of international or cosmopolitan financiers as to the rate 
at which people will be ready to subscribe to Government loans 
when the nation is in danger. 

To say that the particular circumstances of the case must be 
taken into account is not to impugn the broad considerations 
adduced by the author. Experience teaches only if it is under- 
stood. Otherwise it is not merely fruitless, but may even be 
misleading. And we are grateful for this able and careful study 
of what the experience of our American cousins has actually been. 

Henry Hices 


Interom Report of the European Commission of the National 
Industrial Conference. (Boston, Mass., 15 Beacon Street. 
1919. $2.) 

THIS summary report affords to British readers the advantage 
of seeing themselves as they are seen by some very intelligent 
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citizens of another country. The observations and reflections 
here offered deserve the attention alike of employers, employees, 
and the general public. The reporters, who belong to the 
employing class—mostly ‘Presidents” of Companies—do not 
underrate the need of intelligent management. “The manager 
is the pivot of success for any concern. He is the most 
important figure in the. life of industry.” The function of 
entrepreneur is in part discharged by directors. “Large divi- 
dends are in many cases due to the skill of management of men 
who are not often recognised, but who are nevertheless the true 
causes of industrial success. Without them earnings would dis- 
appear. The presence of these earnings of skill is no reason 
why they should be claimed by some other factor of production 
that could not have been the cause of them.” The ideal employer 
ought to be trying to raise the standard of living and even to 
promote the intelligence and character of the men. “The 
neglect by employers for years past of a proper interest in their 
employees” is a main cause of the present strained relations 
between the two parties in Great Britain. The Commissioners 
have not much sympathy with those unionists who seek to create 
by force a purely industrial society. With reference to the demand 
of Labour for a share in management, it is observed that “the 
opposition on the part of some workers. to the necessary setting up 
of reserve and the use of profits for the expansion of business facili- 
ties is most unfortunate.” The restriction of output by some British 
Trade Unions is noticed, and the following motives are assigned 
in the relative order of importance: “Fear of rate-cutting by the 
employer, dread of unemployment, the desire to protect inferior 
workers, the wish to safeguard health, and the natural disin- 
clination to work too hard.” The danger of such restriction 
appears from some comparisons instituted between American and 
British industry. “The United States has been increasing the 
quantity of its coal exports to Italy, Sweden, Spain, and other 
countries. The explanation of this change is partly due to the 
fact that in the period up to 1912 the output in tons per employee 
had fallen in Great Britain from 312 to 244 tons, but that it had 
risen in the United States from 400 to 660 tons.” ... “The 
English collieries and docks—certainly in Wales—are not 
equipped with such modern labour-saving machinery as in the 
United States.” ‘‘The relative disadvantage of Great Britain 
in respect of costs seems to be mainly due to inferior manu- 
facturing methods and organisation.” As to the prevention of 
industrial war, the reporters ascribe only a limited efficacy to the 
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creation of Shop Committees and Councils. “It is a mistake, 
according to our view, to suppose that mere machinery for joint 
discussion is likely to prove a cure-all.” ‘What is fundamental 
is not the means of joint discussion, but the creation of such a 
normal rational point of view on both sides as will allow of co- 


operation towards increasing productivity.” 
F. Y. EDGEWORTH 


The Forgotten Man and other Essays. By WitLIAM GRAHAM 
SumMER. (New Haven: Yale University Press. 1918. 
Pp. 559. Price 10s. 6d.) 


PROFESSOR SUMMER is a passionate advocate of Free Trade, 
of the gold standard, and of civil liberty—if the word “passionate ” 
may, without fear of misunderstanding, be used to describe the 
lucid reasoning and temperate language of these essays. His 
main thesis is that we cannot interfere with economic laws, and 
that all attempts to create artificial values are doomed to failure. 

The reader of the essays is struck by the fact that the author 
is not so much expounding economic theories as arguing against 
a body of vicious doctrine which has come to be part and parcel 
of the accepted beliefs of his countrymen. These doctrines have 
achieved credibility because they are plausible, because they are 
convenient, in the last resort because they serve the purpose of 
those who advocate them. It is easier to accept them than to 
search for the truth with open mind and honest purpose. It is 
much more attractive to believe that you can create and foster 
new industries by the simple expedient of placing taxes on 
imports ; that you can get out of financial imbroglios by adopting 
a bimetallic currency ; that you can legislate people into wealth 
and welfare, than to accept “the cold, hard fact that there is no 
device whatever to be invented for securing happiness without 
industry, economy and virtue.” 

In the battle against ‘“‘Protectionism” the author is fighting 
for a forlorn cause, but he returns to the charge again and again 
with undiminished energy. His main grievance against Protec- 
tion is that it diverts capital and labour from the channels which 
they would naturally choose, and where they would be most 
usefully and profitably employed. Under this system we 
deliberately select an industry in which under normal conditions 
it would not pay us to compete; we bar out the import from 
abroad by a prohibitive tax ; we proceed to raise the price of our 
product, attract recalcitrant capital, and build up an artificial 
industry to the detriment of the consumer. The various apologies 
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for Protection are demolished with every weapon of sarcasm and 
paradox at the writer’s command. Most of them belong to their 
age and country, but the argument that new industries must be 
protected until they are strong enough to stand alone, deserves 
further consideration here. The answer is that the protected 
industry never does become strong enough to stand alone. The 
time for removing the protective tax never arrives—at.any rate in 
the lifetime of those who have anything to gain by the tax being 
retained. There, indeed, lies the viciousness of the whole system. 
Protection has never followed a definite, intelligent plan; tariff 
legislation is simply the resultant of the struggles of interested 
cliques, and the only question that need be asked about a tax on 
any given article is: ‘Who is behind it?” 

The chapters on “The Philosophy of Strikes” and “Strikes 
and Industrial Organisation” are no doubt even more interesting 
to-day than they were to their original readers in 1883 and 1887. 
A strike has a good chance of success, according to Professor 
Summer, only if the workmen concerned have a monopoly, and 
clearly he does not believe in the existence of monopolies suffi- 
ciently effective. There is a presumption that the strikers’ 
demands for higher wages could be granted if the employer could 
recoup himself by passing on the extra cost of production to the 
consumer, or if he would be satisfied with smaller profits for 
himself. Indeed, if the matter were so simple, no employer 
would hold out long against a strike. Why should he? Why 
should he undertake loss, worry and war for the sake of the 
consumer behind him? Even where there was no possibility of 
passing on the extra cost, the employer might still be willing to 
grant the demands of the strikers if he need “only submit to a 
positive and measurable curtailment of his profits.” But the 
matter would not end there. Profits would be curtailed not once, 
but again and again by the same method. On the other hand, 
if the employees knew that the employers recouped themselves 
for a 5 per cent. increase of wages by a corresponding addition to 
the price of the product, they would “most naturally and properly 
immediately demand another 5 per cent. to be charged to the 
consumer in the same way.” And so on ad infinitum. This 
Professor Summer considers an absurdity, and the conclusion 
would seem to be, though this is not definitely stated, that strikes 
cannot be successful. Nevertheless, this process is exactly what 
is occurring in many of our own industries to-day, with this 
difference—that employers who have granted an increase in wages 
generally find it difficult to adjust their prices exactly to the 
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increase, and give themselves the benefit of an extra slice of 
profit. Even the advance in wages obtained by the curtailing of 
profits cannot be ruled out as impossible. It may be acceded to 
under pressure of necessity, the employer hoping to make up the 
inevitable immediate loss by means of improved machinery and 
the general progress of his business. 

The essay on the “Forgotten Man” affords the best illustra- 
tion of the writer’s philosophy. It is essentially an attack on 
quack remedies or short-sighted palliatives for evils which we 
can only hope to cure by facing facts with courage and honesty, 
and acting with wisdom and restraint. Professor Summer con- 
demns summarily and categorically all the efforts, social and 
philanthropic, which consist of “relieving negligent people of the 
consequences of their negligence.” But his chief quarrel with 
these benevolent efforts is not so much their lack of success in 
regard to their immediate objects, as the disastrous burden which 
they impose on the rest of the community. In every case some- 
one suffers—someone pays the bill. And that someone is the 
“clean, honest, virtuous citizen” who does his work, pays his 
taxes, produces wealth, and keeps society going. He is never 
taken into account, for he presents no problem to statesmen, 
philanthropists or reformers. He is the Forgotten Man—incident- 
ally, often a woman. He is our productive force which we are 
wasting, and “all he asks is liberty to free him from some of 
his burdens and allow him to use his powers for himself and for 


the commonwealth.” 
H. REYNARD 


Australia: Problems and Prospects. By Sir CHARLES WADE, 
K.C. (Oxford: The Clarendon Press. 1919.) 


No better interpreter of Australian problems to the British 
reader could be found than one who, first as Prime Minister of 
New South Wales and now as its Agent-General, has an inside 
knowledge of the subject of his little volume. The chapters on 
“Climate and Resources” and “Constitution” need not detain 
us here; and that on “Land Settlement” is mainly founded on 
Sir T. Coghlan’s monumental work ; but those on “Industrial and 
Social Problems” and “State Undertakings and Finance” are 
valuable and singularly suggestive. In the discussion on the 
subject of industrial arbitration Sir Charles gives as his deliberate 
judgment that, ‘although the Wages Boards are an efficient 
tribunal for determining the issues of fact, yet no machinery 
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has so far been devised which can successfully compel unwilling 
parties to observe the award, and recent legislation admits this 
position.” ‘The general opinion to-day is that it must be moral 
authority rather than legal compulsion which is to enforce 
obedience to the industrial tribunals in the future.” 

The results of the preference given trade unionists under the 
interpretation of the law given by the President of the Industrial 
Arbitration Court in New South Wales are thus graphically 
stated: “In the course of the next two years the ranks of the 
trade unions increased largely in numerical strength, and every 
opportunity was taken to consolidate the members as supporters 
of the Labour Party. Thus the trade union, under the patronage 
of the Court, became the recruiting sergeant for a political party ; 
and political influence played a great part in subsequent years 
in the administration of this legislation.” ‘The general result 
of the work of these tribunals,” Sir Charles explains, “has been 
an increase of wages or shortening of hours, but naturally, with 
the higher wage and increased price for material, the cost of all 
production has been greatly inflated. The employer invariably 
passes on to the public the increased cost so incurred, and the 
worker finds that he, as one of the consumers, is called upon from 
his increased wage to meet a much heavier bill for food, housing 
and clothing.” Thus “the industrial world travels in a vicious 
circle until a point is reached at which it is not practicable to 
increase wages any more.” When this point is reached the work- 
ing classes shift their ground and demand that a maximum price 
should be fixed for the main commodities of household consump- 
tion. But Sir Charles Wade insists that “artificial machinery 
cannot regulate the laws of supply and demand”; and that “the 
only method of applying the policy of price-fixing with any pros- 
pect of success is that whereby the State becomes the owner of 
all commodities, where there are no middlemen, the producers 
all being employees and subject to the directions of the Govern- 
ment.” Side by side with all this should be read the author's 
spirited defence of the Australian policy of undertaking public 
works by the State, in which he shows that the Australian public 
debts have been increased, to the extent of over 80 per cent., in 
the establishment of works directly yielding revenue. 

H. E. EGERTON 
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The Siz-Hour Day and other Industrial Questions. By Lorp 
LEVERHULME. (George Allen and Unwin, Ltd. Pp. xv+ 
344. Price 12s. 6d. net.) 


Piece-rate, Premium, and Bonus. By J. E. Prosser. (Williams 
and Norgate. Pp. 122. Price 6s. net.) 


The Industrial Council for the Building Industry. By the GARTON 
FounbaTIoN. (Harrison and Sons. Pp. 153. Price 1s. net.) 


THE demands of Labour to-day may be summed up in the 
words : more wages, more leisure, and more contro] over industry. 
Lord Leverhulme is in command of a business with an issued 
capital of over £23,000,000, and his reputation for making profits 
is so high that his last issue of £4,000,000 was over-subscribed at 
a time when £10,000,000 of issues were competing for the public 
favour. In his opinion factory life has a “ deadening effect.” “From 
fourteen years of age to seventy years of age is a long life-span, 
and if you consider the conditions of attending, for eight hours a 
day, the same automatic machinery and following the same routine, 
with its continual deadly, monotonous round of toil, those of us 
whose employment is varied will realise how this bites into the soul 
of a man or woman and tends to corrode it.” Again : “Our indus- 
tries progress, science progresses, but we have little or no corre- 
sponding progress in conditions of comfort of the workers. The 
employee-worker lags behind in that culture, education, social and 
economic well-being which he ought to enjoy under modern con- 
ditions of civilisation. Our manufacturing towns are squalid and 
over-crowded, with ugly dwellings, without gardens. They are 
unlovely congestions, without beauty or possibility of refinement, 
and the great bulk of the workers remain at a relatively low state 
of betterment. . . . Men and women who get up to go to work 
before daylight and return from that work after dark cannot find 
life worth living. They are simply working to earn enough one 
day to prepare themselves to go to work again the next day. 
Their whole life is one grey, dull, monotonous grind, and soon 
their lives become of no more value to themselves or the nation 
than that of mere machines.” Perhaps those writers who are 
fond of screaming “ Bolshevist! ”’—a couple of years ago it would 
have been “ Boche!”—whenever there is a whisper of a strike 
will listen to this justification of industrial unrest from a peer 
and a millionaire. It is somewhat fashionable in some quarters 
to sneer at Lord Leverhulme, but there is little doubt that he 
is the only man among the wealthy captains of industry who is 
ready to confess that ‘our modern industrial system in this great 
United Kingdom stands self-condemned, when the income-tax 








1919] LEVERHULME: SIX-HOUR DAY AND OTHER QUESTIONS 485 


returns show that it rests on a basis whereby one-ninth of the 
population enjoy one-half the total income, and more than nine- 
tenths of the accumulated wealth, whilst the remaining eight- 
ninths of the population have only one-half of the total income, 
and possess less than one-tenth of the accumulated wealth.” This 
disproportion is probably the reason why “this nation as a whole 
has never yet really trusted-Labour ”—as Lord Leverhulme asserts 
at the beginning of his book. ‘‘We have always borne a mental 
attitude of suspicion and distrust towards Labour.” 

Lord Leverhulme’s proposals for “harmonising Labour and 
Capital”—which he explains from the dictionary as meaning 
“adjusting in fit proportions”—are well known. He would 
institute a six-hour day with continuous shifts and would in this 
way get a larger output at a lower wage-cost and with less strain 
on the worker. The reports on the health of munition workers 
show that the economies of short hours are not yet exhausted, 
but the continuous shift is likely to encounter a good deal of 
opposition from the housewife whose domestic economy it will 
upset. It is useful to remember that they are now citizens; and 
there is another point, that while four shifts in the twenty-four 
hours may be economical for the machines, the machinists will 
be forced to spend half their working time in turn under quite 
unnatural conditions. In the second place in his reforms Lord 
Leverhulme puts housing, and here all will agree. Thirdly, part 
of the new leisure is to be devoted to education, which in all 
grades should be more practical and less bookish. 

All this is good, but is seen to be not enough. “If high wages, 
short hours, good housing meant finality to Labour Unrest, then 
Labour would not be a man but a vegetable.” “Capitalists have 
now the task set them to democratise their system, and to create 
conditions that will enable Labour to take some democratic share 
in management, and some responsibility for the success of the 
undertaking.” There must be Co-partnership—which must not be 
confounded with our old friend profit-sharing. The principle is some- 
what vague; apparently after paying salaries and wages to manage- 
ment and labour and 5 or 6 per cent. to capital, capital and labour 
are to divide “the profits of their joint labour fairly and squarely 
between them.” Here, as in the phrase “adjusting in fit propor- 
tion,” there is the. idea that under the present system there is 
discoverable an absolute norm of justice, a view which will not 
get the support of Mr. Smillie. Exactly how the workers at 
Port Sunlight share in management and responsibility is not 
quite clear, except that each undertakes “not to waste time, 
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labour, materials, or money in the discharge of his duties.” We 
may agree that it is futile to put workmen on boards of directors 
without giving them a training in the higher branches of work, 
but many will regard as ominous the statement that “the control 
must rest with those who find the capital.” 

Lord Leverhulme’s book is a collection of addresses grouped 
together under the main themes; it is somewhat formless and 
too full of repetition, but it contains some good stories, and is 
excellent propaganda for his own views and also, as he will find 
when the pamphleteers get to work, for some views more 
“advanced ” than his own. 

To pass to Mr. Prosser’s book from Lord Leverhulme’s is 
somewhat like passing from a lecture to the notes for the lecture. 
It is a very compressed and very fair analysis of the chief methods 
of wage-payment—time-wage, piece-wage, and those intermediate 
forms which by some form of premium or bonus attempt to unite 
the advantages of time- and piece-wages by giving the workman 
a guarantee of a fair minimum, and at the same time such an 
inducement to speed up that the wages-cost of the work will be 
reduced. Once more we are in search of the maximum output 
and the wage which will induce its production, and still we have 
to struggle against the notion prevalent among workmen that a 
high standard of effort is dangerous to security of employment. 
This is not so foolish a notion as it seems, for while “in the long 
run” demand will certainly absorb the increased output, the work- 
man is concerned with what is going to happen in the intervening 
period. Under one form of the Halsey premium, for example, 
assuming time-wages at tenpence an hour and other expenses also 
at tenpence, the reduction from ten to five hours in the time for 
doing a job means an increase of 30 per cent. in wages and a 
reduction of 423 per cent. in cost, but the market has to be doubled 
if half the labour has not to be discharged. The workman has to 
take all the risk, and naturally he plays for “safety first.” 

It is very difficult to summarise Mr. Prosser’s book, for he 
has already done his own summary so excellently, and if his 
standpoint is that of the employer, that position is never obtruded, 
and. his comments on the slipshod methods of the past are suffi- 
ciently strong to guarantee a fair degree of impartiality. One 
reflection may be peimitted, and that is that the extension of 
piece-wage to industries like engineering depends on the reduc- 
tion of operations to their simplest elements, involving one or 
other of the systems of motion-study. Whether these are adopted 
or not, it is plain that a good deal of “scientific management ” 
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—arrangements for regular supply of material, proper disposition 
of tools, economic planning of workshop, etc.—can and should 
be instituted, even if the other principles of Taylor and his 
followers are not accepted. One has an uneasy feeling that the 
“efficiency engineers” are aiming at the reduction of operatives 
to automata for the production of profits. It is interesting to 
observe that Mr. Prosser concludes his book with a chapter on 
profit-sharing, and that he holds that ‘“‘some scheme of this nature 
alone can give the workman that broader view, that sense of 
industrial co-partnership, which the usual methods, however 
remunerative they may be, fail to inspire.” 

One has almost got tired of hearing it said that “the brother- 
hood of the trenches” should introduce a new ideal into industrial 
life, but the little pamphlet on the building industry, published 
under the auspices of the Garton Foundation, comes to revive 
our sick hopes. In 1914 the building trade was in a dangerous 
condition. “The rates of wages had failed to keep pace with the 
ever-increasing cost of living; the gulf between employers and 
operatives vas growing wider—suspicion had become so ingrained 
and so strong that almost every proposal, no matter what its 
real merits, was only regarded as a tactical move in a great 
strategic struggle for mastery.” A dispute about non-union labour 
led to a lock-out in London which was going to be extended to 
the whole country when the outbreak of war persuaded both sides 
to return very largely to the status quo. The “incredible futility 
and wastefulness” of the contest were brought home to some 
thoughtful men, and when a renewal of disputes was threatened 
in 1916 the young director of a large joinery works near Willes- 
den, Mr. Sparkes, put proposals for the organisation of the whole 
industry before the Amalgamated Society of Carpenters and 
Joiners. They at once accepted the principle of a National 
Industrial Parliament for the Building Industry, and the National 
Associated Building Trades’ Council followed their example. The 
masters next took it up, and in May, 1918, the first meeting of 
the Industrial Council for the Building Industry (Building Trades’ 
Parliament) took place in the Central Hall, Westminster, and 
was supported by twenty-two trade unions and seventeen associa- 
tions of employers. The object of the Council was to review the 
conditions affecting employers and employed so as to ensure the 
largest possible measure of joint action. Among the questions 
coming within its scope were: “(1) regularising production and 
employment ; (2) the provision of a graduated scale of minimum 
rates designed to maintain real wages as nearly as possible on 
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a level throughout the country; (3) minimising the fluctuations 
of trade by intelligent anticipation and the augmentation of 
demand in slack periods; (7) the inclusion of all employers and 
workpeople in their respective associations; (8) the revision and 
improvement of the existing machinery for the settlement of 
differences ; (10) securing to the workpeople a greater share in, 
and responsibility for, the determination and observance of the 
conditions under which their work is carried on; (12) ensuring 
to the workpeople the greatest possible security of earnings and 
employment.” The collection and circulation of statistics and 
information, the promotion of research, the consideration and 
utilisation of inventions and improvements, and education were 
also among the objects. 

The Council consists of 182 members, <lected half by the 
employers’ associations and half by the trade unions, and meets 
quarterly. The Administrative Committee has ten members 
from each side and meets monthly. There were already four 
district Conciliation Committees in existence and also Demarca- 
tion Committees for dealing with disputes between craft and 
craft; and both employers and operatives were organised in 
national craft associations and in local federations embracing the 
whole building industry within a given area. The Council has 
since proposed the establishment of craft industrial councils (like 
the Painters’ National Joint Council) and regional industrial 
councils (as in Scotland). Works committees are to some extent 
in existence, but there are difficulties arising out of the shop 
stewards’ movement. The East Lancashire Painters’ and 
Decorators’ Joint Council has adopted a rule that trade unionists 
shall only work for associated employers and that the latter shall 
only employ trade unionists. The North-Western Area Joint 
Council for the Building Trades has adopted uniform rates of 
wages for skilled craftsmen and labourers (four grades in each). 
The National Council has also during the past year had com- 
mittees at work on resettlement and demobilisation, on education 
and apprenticeship, on safety and welfare, and on management 
and costs. The interim report of the last-mentioned committee 
is given in full. It proposes to set up committees, national and 
local, to regularise demand by accelerating new building enter- 
prises in slack times and by advising their postponement in 
periods of congestion. These committees should also deal with 
the decasualisation of labour through works of afforestation, road- 
making, etc. In times of necessary unemployment the industry 
itself should maintain its unemployed by levying a fixed per- 
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centage on the pay-bills and refunding the costs of maintenance 
to the trade unions. Employer-managers should declare the 
salaries they regarded as due to them, subject to review by the 
employment committees, and a regular rate of interest should 
be allowed to capital. The surplus earnings of the industry 
should be pooled, publicly declared, and applied to the guarantee 
of interest on approved capital, loans for development, education 
and research, superannuation schemes, and replacement of 
approved capital lost through no fault of the management. The 
Council referred the report back for further examination by the 
Committee, and there we must for the present leave the most 
important and revolutionary experiment that has for many years 
been tried in British industry. 
Henry W. Macrosty 


The Labor Law of Maryland. By Matcotm H. LAavcHHEIMER, 
Ph.D. Johns Hopkins University Studies. Series XXXVII. 
No. 2. (Baltimore: The Johns Hopkins Press. 1919. 
Pp. 166.) 


THs study deals with the legal status of the labour union in 
Maryland, the workmen’s compensation law, the conditions of 
employment, the terms of employment, miscellaneous laws, and 
the administrative system, and has two general chapters on the 
problem of the labour law and the State in relation to labour. 
The difficulties of adjusting modern ideas about labour to the 
conditions in a State which is half agricultural and half indus- 
trial, where the courts are inclined by their training to lean “in 
the direction of the individualistic philosophy of freedom,” where 
the administrative departments are staffed on the principle of 
giving the “plums” to political supporters, and where the applica- 
tion of constitutional law involves “some of the finest legal 
reasoning,” are very clearly brought out by the author. The 
League of Nations has undertaken the task of harmonising 
industrial legislation in all manufacturing countries, but the 
problem is no less difficult within the United States, where the 
labour section of the League has been holding its first conference. 
To Western minds the constitutional law of the United States, 
and even more of some individual States within the Union, seems 
to pay an exaggerated respect to individual rights and individual 
freedom, and the “fine legal reasoning” that has been used to 
bring the police law in to limit laissez faire arouses more intellec- 


tual admiration than respect. ‘Maryland is an average American 
K K 2 








490 THE ECONOMIC JOURNAL [DEC. 


State, so far as its labor law is concerned,” with poor legislation 
for safety, sanitary inspection, and the terms of employment for 
adult men. The child labour law and the workmen’s compensa- 
tion law are “exemplary,” and “the industrial disputes act and 
the other laws relating to the labor union are almost as good as 
could be hoped for.” ‘The women’s ten-hour law ranks lower 
than similar laws in many States, but, nevertheless, Maryland 
is above the average.” One begins to understand the labour 
unrest in the great Western Republic, and Dr. Lauchheimer’s 
monograph will well repay study. 
Henry W. Macrkosty 


A Primer of National Finance. By Henry Hicas. (London : 
Methuen and Co. 1919. Pp. 168.) 


Tuis little book is the fit introducer of a series “dealing with 
the fundamental principles and method of political economy in a 
concise and simple manner.’’ Historically, it may be remem- 
bered, economic study started with exposition of the art, which 
led naturally in turn to probing of the theory, of State finance ; 
and it is now plainly evident that, if, as our author says, “our 
taxation has for many years been so small in comparison with 
our wealth that no great ability has been needed to enable the 
Government to pay its way,” “the future,” as he adds, “has in 
store for us problems of. a more serious character.” “To find 
the best solution will require all our wisdom” and “patriotism.” 
If, indeed, economics has, in consequence of the war, “come into 
its own,” as a recent writer has observed in a treatise upon 
currency, banking and trade, it is largely upon good finance that 
the solution of these and other problems hinges, and it is 
especially in this department that the general public seeks, and 
should receive, wise suggestion or apt instruction from the well 
informed. Mr. Higgs is rightly anxious to insist on the para- 
mount duty incumbent at this moment as at all times on tax- 
payers to acquaint themselves with the principles and practice 
of central and local finance—with possibilities and impossibilities 
alike—for otherwise, he argues, governments are pushed to rash 
expenditure or forced to blind cheeseparing. But, although the 
“thorough study ” of the “science of finance” may, as he demon- 
strates by the French example to which he alludes, require no 
less than “twelve bulky volumes” for its full exhibition, or “over 
1,000 large octavo pages” for an “elementary treatise alone,” 
he himself attempts no more in the present essay than “to give 
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some help to those who wish to understand the main facts of 
our own finance as it now is.” 

Enjoying, as he does, the advantage of long, close intimacy 
with actual administration, coupled with full precise command 
of authoritative literature, to both of which he has made notable 
personal contribution, he deals here in successive chapters, first, 
with “Financial Statistics,”’- and then, under the three appro- 
priate divisions of “Expenditure,” “Revenue,” and “ Debt,” with 
the outstanding features of our national finance. A chapter on 
local finance follows, and the survey of the subject is completed by 
an abridged report of the last Budget speech. That report takes a 
large share, amounting to about a third, of the whole book; but 
Mr. Higgs can claim as a set-off that his own previous remarks 
furnish the suitable key for the right understanding of this official 
statement, which in its turn illustrates forcibly what he has said ; 
and we confess, for ourselves, that we rejoice that at this junc- 
ture the responsible high post should be filled by so sane and 
cool a Minister, who can approach calmly sobering reality and 
avoid discreetly the perilous snare of imaginative sensation. 
Appendices to Mr. Higgs’s review supply pertinent statistics. 

We have, we must own, some apprehension that his readers 
may not find in the early chapter on the pitfalls offered by the 
published figures a simplicity, of which the subject itself does 
not admit. But we do not see how he could well reconcile the 
dictates of his conscience with the omission of the caveat he 
enters against ignorant, perverse misunderstanding ; and when 
once this pons asinorum has been safely crossed with the help 
of his strong hands, the remainder of the journey becomes as 
straightforward as it is agreeable. With lucid, terse and inter- 
esting discourse the knowledge we should all desire on each point 
is imparted, and we are duly instructed without risk of being 
bored. We feel the sure, easy touch of the acknowledged master 
who will not let the “trees” hide the “wood,” placing always a 
just emphasis on what should be clearly distinguished. This 
“primer” sets, in most respects, we believe, a high model, for 
which we are accordingly grateful to Mr. Higgs. 

lu. L. Price 











NOTES AND MEMORANDA 


THE DEPRECIATION OF THE GERMAN MARK 


A YEAR ago I published in this JouRNAL (December, 1918) an 
article on “Abnormal Deviations in International Exchanges,” 
where I showed that one-sided interference between the trade of 
two countries must cause the rate of exchange to deviate from 
its purchasing power parity. Probably this is the most general 
and most important cause of a deviation from the purchasing 
power parity. Subsequent events have, however, shown that 
very marked deviations of this character may be called forth 
by other causes of a quite peculiar nature. In this respect the 
present depreciation of the German mark is very instructive. 

It is difficult to give an exact measure of this depreciation. 
But it is so enormous that its existence cannot be doubted. The 
difficulty lies in the fact that nobody can tell what is at present 
the internal value of the mark or its purchasing power against 
commodities. The rise of prices has been, I think, much more 
irregular than, e.g., in England or in Sweden. Some prices 
have run up very much while other prices remain at about their 
pre-war level; even between different parts of the country the 
difference in the rise of prices seems to be very great. Nor have 
we any reliable measure of the increase of the actual circulation 
within the country. German estimates put this increase at about 
350 as against 100 before the war. As the country suffers from 
a severe shortage of commodities, the corresponding rise of prices 
should be estimated at something like 400 or 450. But these 
estimates are probably too low. 

For the present purpose it is only necessary to find an upper 
limit for the probable inflation of the German mark. I think 
this limit may be put at, say, 600, as against 100 as pre-war 
standard. The mark should, then, have at present only a sixth 
of its former purchasing power against commodities within the 
country. A lower estimation seems hardly admissible. 

The purchasing power must now be compared with that of 
another currency, say, ¢.g., the Swedish crown. The Swedish 
inflation is probably at present represented very nearly by my 
figure for the relative increase of the circulation. This figure is, 
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for September, 307. Thus the German inflation should not be 
quite double the Swedish. If we take it at exactly double, the 
purchasing power parity between the countries should be half 
the pre-war parity, t.e., about 45 Swedish crowns for 100 marks. 
Of course, this estimation is very approximative. 

The present rate of exchange between the countries is, how- 
ever, only about 15 Swedish crowns for 100 marks, and stands, 
therefore, at about a third of the purchasing power parity. 
Thus, with all allowance for the uncertainty of our estimation 
of the purchasing power parity, an enormous undervaluation of 
the mark as compared with the Swedish crown must be taken as 
established. The undervaluation of the mark in other currencies 
is not quite so great, so that the Swedish crown is generally over- 
valued in them. 

That an undervaluation of a currency to this extent can take 
place is perhaps the most astonishing fact that war economics 
have hitherto brought forward. And it is of the greatest import- 
ance, theoretically as well as practically, that the causes of this 
phenomenon should be made quite clear. I think that in the 
. German case some main causes can already be discerned with 
sufficient distinctness. 

The first is the realisation of German marks at any price in 
order to get hold of foreign purchasing power and thus to be able 
to pay for necessary imports to Germany. Under ordinary 
circumstances an adverse balance of trade does not depress the 
exchange-value of a currency below its purchasing power parity. 
For the balance is paid, and must be paid, day by day by credits 
secured abroad. But when no such credits can be had, or cannot 
be had to a sufficient extent, and when, nevertheless, an import 
of necessaries is indispensable, the country can try to procure the 
foreign money which it needs by a sale of its own currency to 
speculators abroad who buy it in the hope of making a gain when 
the exchange is restored to a more normal level. Such sales are 
obviously possible only when substantial concessions are made 
in regard to price, and must therefore always have a very destruc- 
tive influence on the exchanges of the country. 

It seems fairly certain that Germany has been driven by the 
present circumstances to such sales on a considerable scale, and 
that local bodies, as well as the Central Government itself, have 
been among those who have demanded foreign money at almost 
any price. 

With foreign exchanges many times as high as would corre- 
spond to the internal level of prices, import should generally be 
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impossible as a private business proposition. But a public body 
may even under such circumstances find itself obliged to buy 
certain necessities abroad, paying for them by any amount of 
its own currency, but selling them at home at the prevailing 
internal prices. By such measures a Government can clearly 
depress the exchange value of its currency more and more below 
the parity which corresponds to the purchasing power of this 
currency on the home market. 

Of course, if the currency sold abroad reverts to the country 
and makes itself felt as actual purchasing power on the home 
market, a rise of the general level of prices is unavoidable. At 
the same time such a possibility of making profitable use of the 
currency would enhance its exchange value. Both these move- 
ments would tend to bring the exchanges nearer to their pur- 
chasing power parities, which will, therefore, always denote the 
real equilibrium. But if the price of the currency abroad is very 
low, the currency is probably held chiefly by speculators who look 
for a substantial rise in its price, and therefore hold their stocks 
of thecurrency. It is also possible that the country prevents such 
of its currency as is held abroad from being used as purchasing 
power on the home market, either by export prohibitions or by 
measures tending to enhance the prices of commodities for foreign 
buyers. All these factors are, in the case of Germany, actually 
operating against a natural adjustment between the internal 
purchasing power of the currency and its exchange value. 

Another, perhaps still more important, cause of the abnormal 
depression of the German exchanges is the export of capital 
which has been called forth by the extraordinary taxation of 
capital planned by the Federal Government. The flight of capital 
seems to a great extent to have taken the form of an export of 
German bank-notes. It is time that this export was prohibited, 
but as Germany cannot control effectively her western frontier, 
a very considerable export of bank-notes is going on. These notes 
are sold on foreign markets, and such sales contribute no doubt 
very considerably to the unnatural depression of the German 
exchanges. Indeed, nobody can wonder that the exchanges of 
a country are driven below the purchasing power parity if the 
fear of confiscatory taxation works as a motive for selling out 
the currency of the country at any price. Perhaps the experience 
of Germany in this matter may serve as a lesson to other nations. 

It is known that Belgium and France possess very big 
amounts of German bank-notes, probably together about ten 
milliards. The realisation of such sums is, of course, quite out 
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of question, as it would press down the international value of the 
mark to almost nothing. Some sort of agreement must therefore 
be made by which the notes will be exchanged against long-time 
credits in one form or other. In the meantime the existence of 
these big stocks of bank-notes may be supposed to exert a certain 
depressing influence on the German exchanges. 

For the recovery of the German exchanges, as well as of 
German finances generally, it is obviously of some importance 
that Germany should avoid all imports of luxuries. The payment 
of indemnity involves the reduction of the consumption of the 
people for many years to the barest necessities. Imports of 
unnecessary goods should therefore either be prohibited or reduced 
to a minimum by heavy custom duties. The fact that the German 
Government has no effective control over the western frontier 
makes a sufficiently restrictive fiscal policy impossible. It seems 
to be an economic paradox that the same countries which claim 
a huge indemnity should be anxious to provide the German people 
with the greatest possible amount of their luxuries. The present 
import of unnecessary articles over the western German frontier 
is without doubt a factor of considerable influence in the con- 
tinual depression of the German currency on foreign markets and, 
of course, also a factor which weakens the paying capacity of 
the country. 

The effects of the extraordinarily low valuation of the German 
mark abroad deserve to be noticed. Every depression of the 
exchanges of a country beneath the purchasing power parities 
means a bonus for the export of the country and at the same time 
a hindrance to its imports. Both these effects are felt by traders 
of other countries as a great annoyance. The export bounties 
given by an overvaluation of foreign currencies over their pur- 
chasing power parities make far wider opportunities for dumping 
than any measures which a direct dumping policy could invent. 
The neighbours of Germany will probably, in the very near 
future, have ample opportunity to study this effect of the un- 
natural situation of the exchanges. At the same time trades 
which have been working for export to Germany will gain 
experience of the almost insurmountable difficulties caused by the 
depression of the mark beneath its purchasing power parity. 

It is often believed that the export bonus at least should be 
an advantage for the country itself. But Germany probably feels 
that she gets too little in foreign money for what she has to sell, 
and therefore tries to force foreigners to pay additional prices for 
what they buy. Theoretically such a policy might be condemned, 
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as it clearly tends to depress the exchange value of the mark still 
more. If other countries could buy freely on the German market 
at the present prices, the exchange value of the mark would, as 
stated above, increase rapidly. Such a policy is, however, hardly 
possible for Germany for the time being. Besides, Germany has 
not sufficient. to sell. In some essential commodities she is so 
short that she must prohibit every export; for with the present 
abnormal exchanges it would pay to export almost everything, 
even food, from Germany. 

A peculiar effect of the low exchange value of the German 
money is that foreigners are beginning to buy up industrial shares 
on German bourses, and that therefore the prices of such shares 
are rising rapidly. Again, in Sweden, whose currency is perhaps 
the most overvalued of all, the share market suffers from a quite 
exceptional depression. It seems worth while to study the con- 
nection between these movements somewhat more closely. 

It is, without doubt, in the interests of the whole world that 
abnormal deviations of the rates of exchanges should be avoided 
and that the exchanges, as soon as possible, should be brought 
into accordance with the internal values of the different cur- 
rencies. It is vain to hope for an economic reconstruction of the 
world so long as the presenf confusion in the world’s monetary 
conditions is continued. All countries must unite their best 
efforts in order to nut the world’s monetary affairs on a sound 
base. For this purpose it is essential that the exchanges should 
be normal, that is to say, that they should coincide with the 
purchasing power parities. In the case of Germany this end 
cannot be attained without the collaboration of the Powers who 
control her finance, and specially her western frontier. But these 
Powers also have the greatest material interest in a recovery of 
German exchange. 

The deviation from the purchasing power parity is especially 
great in respect of the mark. The present situation of the Ger- 
man currency, therefore, affords the best opportunity for a study 
of the causes and effects of such deviations. Probably we can 
learn from this case much that is applicable in other cases where 
the deviations of the exchanges from their purchasing power pari- 
ties are much less and their effects consequently not so clear. In 
this way we may perhaps hope to get a deeper insight in one of 
the most intricate, most actual, and practically most important 


chapters of economic science. 
G. CASSEL 


Djursholm, Sweden, October, 1919. 
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THE DEVIATION OF EXCHANGES 


In Nos. 101 and 103 of this Journat Prof. Cassel has con- 
tended that the rates of exchange in a country are expressive 
of the internal value of the money, and for that reason are deter- 
mined by the quotient -of the inflation in that country; the 
inflation being proportional to the increase of the paper-money. 
In a contribution to No. 112 of this Journat, Prof. Cassel has 
amplified his view in this way, that a country which has an export- 
surplus might see its money go up in value in foreign parts con- 
siderably above the rate which would correspond to the internal 
value of this money as expressed by its purchasing power. 

This point is of great importance, as Prof. Cassel’s latter 
thesis corresponds with the common view about the fall of the 
belligerents’ exchanges, especially the German exchange in 
Holland, which is attributed to an import-surplus on the side of 
Germany. 

The present article intends to show the fallacy of this view, 
and to elucidate the fall of the exchanges in a way which is 
different from both Prof. Cassel’s former and his later article. 

According to the current view, an import-surplus lowers the 
rates of exchange; on the other hand, borrowing abroad improves 
the rates of a country. Now, one or the other of these views 
must be wrong, as borrowing abroad (by obtaining foreign loans 
or private credits) and an import-surplus are both identical, being 
two aspects of the same fact. 

Suppose this to be the normal balance of payments or claims 
of a country : 


Imports, freights, interests ... 2,000 | Exports, gold exports... ... 2,000 


Suppose this country increases its imports without increasing 
its exports, we may then get the following results : 


Imports, etc. ... ce ... 3,000 | Exports, etc ... wee ... 2,000 
Borrowed abroad (foreign loans 
and private credits) ... 1,000 


The exact amount by which the imports, etc., exceed the 
exports, etc., must be borrowed abroad. This proves the fallacy 
of the statement that a foreign loan and an import-surplus have 
the opposite results. 

(There is some lapse of time between the birth of a claim and 
its maturity. I do not enter into this detail as it is of no im- 
portance to the present investigation ; it does not alter the fact 
that every import immediately gives rise to a claim; its only 
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result being that the effect may be somewhat retarded ; it does not 
change the matter in principle.) 

The current contention is that the money of a country whose 
imports increase depreciates; that the exchange of this country 
falls. This is true, but there is some misunderstanding between 
this case and the former. 

In pre-war times with a fixed parity, 7.e. the relation between 
the value of the currency-units being constant, the rates of 
exchange can be described by the following diagram : 


<a —.. r —_ : 3 ” 
| ia en, 9 ee : / ee p 


4 








P—» being the parity, r being the rate. 

The rate of exchange (the market value of the money) always 
tends towards the parity (the normal value of the money), 
fluctuates about it. 

The cause of the fluctuation of the rate is the fluctuation of 
trade. With a given output, only a certain amount of export and 
import is possible ; any import or export in excess of this amount 
will prove a loss, unless the rate changes. Yet in practice it is 
impossible to keep trade quite constant. Suppose the import 
obligations being the first to pass the norm, the surplus must then 
be paid by exports. The corresponding export-surplus, however, 
can only be brought about by a fall of exchange, because otherwise 
it would bring a loss; the importer will have to bear this loss. If, 
on the other hand, the export obligations are the first to pass the 
norm, the exporters will have to bear the loss, and the whole 
process will go the opposite way. As soon as in this way the 
balance between imports and exports has been restored on a 
lower level of exchanges, a reaction sets in, as imports will decrease 
in consequence of the low rate, and exchange will rise again. 

This proves that exchange falls when imports expand beyond 
the normal amount, and must be paid by an increase of the exports 
beyond the normal amount ; moreover, that this fall is only of a 
temporary nature, as it represents a deviation from the parity. 

During the war we have witnessed big import-surpluses, which 
were not paid by exports, but met by foreign credits and loans, or 
sales of foreign shares, and we have also seen a permanent fall of 
some exchanges. This is obviously quite another case. In the 
former case there were no import surpluses, here there are. 

An expansion of imports means quite another thing than an 
import-surplus, hence the misunderstanding. 
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Expressing ourselves in terms of precision, we should say that 
the exchange of a country falls, not by the expansion of imports, 


but only at the moment at which this import is counterbalanced 
by a corresponding export, viz., by the counterbalancing-expansion 
of export. 

Why then did exchanges fall if it could not be through these 
import-surpluses? 

It must be kept in view that there is at present no fixed parity 
between the different currencies. Now, as the rate always tends 
towards the parity, it stands to reason that a constantly declining 
rate can only be caused by a declining parity. 

According to the quantity theory, which in its main tendency 
is irrefutable, the value of a currency-unit not fixed to a standard- 
metal is chiefly determined by the extent of the circulation (in- 
cluding cheques and other money-saving instruments and methods) 
and the quantity of the consumption-stock. 

It is obvious that both these agents have had a share in 
depreciating the belligerents’ money, specially the German cur- 
rency. The German circulation has swollen to a much greater 
extent than the Dutch one; the German production as well as 
the German stock have suffered to a much greater extent than the 
Dutch one ; the exchange on Holland would have depreciated still 
more if Holland had not been obliged to keep a large stock of 
unproductive gold instead of productive capital or commodities. 
It may be useful to put the core of our argument in a second 
diagram. 





P:-p! is the parity, r’ are the rates. (P/Q was the parity in 
pre-war times.) 

The parity itself has fallen. The mistake made by the current 
explanation 1s, that the beginning of P'—p', i.e. P'—a, is taken for 
the beginning of a fluctuating rate r on a parity P'—Q. The fall 
of exchanges we have witnessed was not a fall below parity (1.e. a 
market rate below the normal rate), but a fallen parity (a fallen 
normal rate). 

If we call to-day the German exchange “‘ low,’’ this expres- 
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sion has only a historical meaning. It means that the parity 
between the two currencies is lower than it used to be; but 
whether it be low in the other sense, 7.e. whether the rate be 
below parity, no one knows, as the parity is an invisible one—a 
purchasing power parity, as Prof. Cassel rightly calls it. This 
makes speculations in exchange very hazardous to-day. If the 
rate stands at x, the parity may lie, e.g. in @ itself, in a or in b. 

The depreciation of the German currency has acted on the 
exchange in the following way : 

A depreciation of the currency means an advance in prices. 
As soon as this rise had reached the prices of export-commodities, 
the direct consequence must be a fall of exchange. What used to 
cost 100 marks in Germany now costs, say, 200 marks, yet there is 
no reason for an increased price in Holland, suppose the price 
there is the same as before, say, 59 guilders. For his bill of 
59 guilders the exporter wants to get his 200 marks instead of 
100, and he can get them, as the importer can make 200 marks for 
what costs him 59 guilders in Holland. This process is seen by 
the bankers in the shape of an increased demand for Dutch 
exchange. Exporters hold back ; importers will make haste until 
the new parity, 59 guilders=200 marks, is reached. The import- 
surpluses have nothing to do with it. As they became -apparent 
at the same time as the fall of exchange, the conclusion was drawn 
that the latter was caused by the former. The actual occurrences 
were not subjected to close analysis, and, on the face of it, the 
explanation seemed to be satisfactory. The real connection was 
this, that both—the fall of exchange and the import-surpluses 
(brought about by means of credits, loans and sales of shares)— 
were caused by the decline of the homestock. 

By borrowing, the belligerents were enabled to restore. their 
consumption-stock at the cost of their capital-stock. The foreign 
loan lays an interest-paying burden on the capital-stock. But for 
the time being the consumption-stock is increased, and this brings 
about the rise of exchange as it raises the value of the home 
money. The bankers’ view that the rise is brought about by the 
demand of exchange only takes the external aspect of the matter 
in consideration. This also explains why the American exchange 
has fallen against Holland and has not risen against England. 
The United States have exported their consumption-stock by 
lending abroad and redeeming former loans, and so strengthened 
their capital-stock at the cost of their consumption-stock ; the 
latter has diminished, from a relative point of view. 

I agree with Prof. Cassel that the (par) rate of exchange is 
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an expression of the money-value, and therefore determined by 
the quotient of the different inflations; but I disagree from him 
when he says that it must be proportional to the increase of the 
paper-money, and I do so for two reasons. 

First, because the paper-money is only part of the currency 
of a country; secondly, because the increase of the currency is 
only one side of the inflation. The other side is the reduction of 
the consumption-stock. For example, suppose there was a 
money-circulation of 1,000. This circulation has doubled ; accord- 
ing to Prof. Cassel, the inflation would be expressed by the 
number 2. 

But Prof. Cassel has not taken into consideration that 
payments without money used to be effected to the amount of, say, 
1,000, which has remained constant, and the consumption-stock 
has been reduced to, say, $ of what it was. Therefore, the 
inflation in reality will be expressed by the number (? x 2, or) 3. 

In his last contribution Prof. Cassel has made a very valuable 
remark, which seems to refute my argument. Some rates have 
not been in correspondence with the internal value of the money 
as it was expressed by its purchasing power in the country. 
Prof. Cassel finds the explanation in the import-surpluses, and 
means to say that an export-surplus made the money-value of a 
country go up. 

I have explained why I cannot accept this interpretation. In 
my opinion, an export surplus has the tendency of deteriorating 
the money of the country. I have to look for an explanation 
elsewhere. First, as Prof. Cassel himself grants, index numbers 
are never of sufficient accuracy to allow of the relative price-level 
being deduced therefrom with exactitude. But there is a second 
fact of far greater importance. 

Price-level is only an average conception. Prices never move 
uniformly ; by the same inflation, even in normal times, the price- 
level in two countries will never react exactly in the same way, 
yet it will react in approximately the same way. But the im- 
pediments to trade have brought about that we have to divide the 
price-level in each country in two sections : one section represents 
the prices of those commodities which are still an object of 
international trade, the other the prices of those goods which 
cannot be exported or imported. These latter prices move quite 
independently in every country. If we want to measure the fall 
of exchange by the index number, we can only use the prices 
of the former commodities. This may answer for the anomaly 
which Prof. Cassel observed. 
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Some people have a not very clear notion that rates will rise 
again spontaneously in the same way as they have fallen. Others 
mean that this will happen when the import-surpluses are counter- 
balanced by export-surpluses, t.e. when all foreign credits and 
loans are refunded. 

Our investigation leads to the result that exchange can only 
be restored by the reversal of the processes which have depreciated 
it: by a reduction of the circulation and a recovering of the pro- 
ductive power, and consequently of the consumption-stock, both to 
such an extent as to restore the former relations towards the 
money of those countries which did not experience a depreciation 
of their own money. 

These are the only means beside gold exports of a certain 
nature. 

Export-surpluses (i.e. refunding of loans) would act precisely 
in the wrong way, and must,not be effected before the capital-stock 
is strengthened. 

Neither has the credit of the State anything to do with the 
rates of exchange, nor can any artificial expedients be of any 
avail. Speculation and psychological agents can only answer for 
temporary fluctuations. On the other hand, gold taken from the 
gold-reserves will improve the rate. The gold-reserves may be 
compared to a treasure hidden in the soil. It is inactive in every 
way so long as it is hidden; but as soon as it is exported its value 
is added to the stock of commodities by the corresponding import. 
The export of gold, which has first to be produced, however, plays 
the same part with regard to rates as any other export com- 
modity. It would be of no use to strain this production beyond 
its natural limits with a view of improving rates; on the other 
hand, it would only be logical to raise the price of gold in 
accordance with the fall of the sovereign. 

The argument also tends to show the fallacy of the view that 
the present low exchange involves an export premium. An 
exchange below parity involves an export-premium, but it is 
immaterial to trade whether the parity between German and 
Dutch money is 60 or 25 cts. If a guilder fetches four marks 
instead of one and a half, this is not a gain of two marks and 
a half for the man who possesses the guilder, but four marks now 
fetch as many commodities as formerly one mark and a half. Yet 
the wrong view is held by many, and forms a dangerous weapon 
in the hands of protectionists. 

To resume the main argument : 

The present fall of exchanges involves a fall of the parity, 
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and is brought about by the extension of the currency and the 
reduction of production. 

The import-surpluses are brought about by foreign loans, etc., 
and temporarily improve exchanges. 

The way to restore exchanges will be to reduce circulation and 
recover production, and eventually to export the gold from the 
reserve. 


E. C. Van Dorp 





OFFICIAL PAPERS. 


Royal Commission on Agriculture. Minutes of Evidence, Vols. 
I., II. and III, 5th August to 24th September, 1919. 

An enquiry into the economic prospects of the agricultural industry 
in Great Britain. Prices, cost of production, wages and hours of 
labour. 





Royal Commission on the Income Tax. Second, third and fourth 
. instalments of Minutes of Evidence with Appendices. 2s., 3s. and 
3s. 6d. 





Summary Statement of the Legislative Provisions for the Pre- 
vention of Dumping in . . . Canada, . . . Australia, . . . South 
Africa and the United States [Cd. 265.] 





Coal Industry Commission Reports and Minutes of Evidence on 
the First Stage of the Inquiry. ([Cd. 359.] 3s. 6d. 
. . . On the Second Stage. [Cd. 360.] 7s. 





Ministry of Labour: Minutes of Evidence Taken before the Com- 
mittee of Inquiry into the Scheme of Out-of-work Donation. (Cd. 
407.] 





Report of Select Committee on High Prices and Profits. (H.C. 
166.] 54d. 





Prices and Wages in India. Calcutta, Department of Statistics. 
3s. 

Index Numbers of Indian Prices, 1861-1918. Calcutta, Depart- 
ment of Statistics. 1s. 3d. 

No. 116 —vowu. xxrx. LL 
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OFFICIAL FIGURES RELATING TO INFLATION. 


Statements of Production, Price Movements and Currency Ez- 
pansion in Certain Countries. [Cd. 484.] 1d. 


The tables relating to production are rather perfunctory, and 
are not complete enough to allow conclusions to be drawn from them. 
But those which compare the increase in the volume of currency 
with the increase in prices and the fluctuations in the foreign ex- 
changes are very striking. These tables are given below, and also, 
in the case of the United Kingdom and the United States, the 
details on which the estimation of the changes in the volume of 
currency has been based :— 


CoMPARISON OF EXPANSION IN CURRENCY WITH RISE IN PRICEs. 








Currency 
of all Wholesale Retail prices 
kinds. prices. of food. 
1913=100. | 1913=100. 1914=100. 
United States (May, 1919) .. 173 206-0 | 181 
Japan (May, 1919)... ae 223 214-6 — 
Switzerland (June, 1919) He 230 —— 250 
Denmark (July, 1919) 240 — 212 
United Kingdom (August, 1919) 244 257-2 217 
Netherlands (September, oe 270 —_— 203 r 
Sweden (April, 1919) 2 275 339-0 336 
Norway (May, 1919) . es 305 — 271 
France (June, 1919) .. ae 365 3300 .. Paris, 263 ; 
..| other towns, 293 
Italy (April, 1919)... oe 440 329-9 281 














CoMPARISON OF EXPANSION OF CURRENCY WITH RATES OF EXCHANGE ON 
Lonpon. 





Expansion of cur- 


rency of all kinds, on London. 


| 
| Rates of exchange 
| Per cent. of parity. 

















Compared | Proportion-| At date At 7th 

with 1913. | ate figures. | shown in | November, 

1913=100. | U.K.=100.| Col. 1. 1919. 
United States (August, si 171 70 86-4 85:3 
Spain (Sept., 1919) .. 185 76 87-0 84-1 
Japan (May, 1919) .. fe 223 91 92:3 84-5 
Switzerland (Sept., 1919) .. 230 94 93-0 91-5 
Denmark (August, 1919) .. 240 98 106-7 107-5 
United Kingdom ae ene 244 100 — —_ 
Netherlands (Sept., 1919) .. 270 lll 92-2 90-8 
Sweden (Sept., 1919) an 275 113 94-1 97-2 
Norway;(Aug., 1919) a 305 125 100-9 100-9 
France (Sept., 1919) ar 375 153 137-6 148-0 
Italy (May, 1919) .. a 435 178 150-4 183-5 
Germany (Oct., 1919) xe 875 359 435-1 707-3 
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The actual statistical relation between volume of currency, 
prices, and rates of exchange is in so close a conformity with the 
predictions of theory, as to surprise even theorists, having regard to 
the many disturbing factors of the present time. The only really 
anomalous case—that of Germany—is dealt with by Professor Cassel 
in his article above. J. M. K. 


THE NEW ZEALAND COAL INDUSTRY 


AT the present time there is an acute shortage of coal in New 
Zealand, and the Board of Trade has, at the request of the 
Government, made an investigation of the industry. Unfor- 
tunately the evidence had to be taken in confidence, and there is 
almost an air of mystery in the care with which the Report dis- 
guises names and facts. No information is given as to the owner- 
ship of the mines, or their connection with the shipping com- 
panies, though there is a persistent belief in New Zealand that 
this connection is very close. 

There is, however, much valuable information to be gleaned 
from the Report. The cost of winning coal varies greatly (from 
10s. 6d. to 23s. 4d. per ton), and the war-increases in costs vary 
just as much. The f.o.b. price of coal in 1918 varied from 
lls. 5d. to 24s. per ton, and the two State mines show prices 
averaging 15s. 6d. and 16s. 2d., thus coming fifth and sixth when 
the fourteen mines quoted are arranged in order of cheapness. 
The average pithead cost is given as 15s. 4d. per ton (of which 
7s. 1d. goes in wages), but this figure does not include railage to 
the ports. 

The costs of distribution are analysed in great detail for several 
centres, and the system of distribution is severely criticised as lead- 
ing to excessive and wasteful competition. Retail prices vary 
greatly, but in 1918 house-coal averaged 50s. to 60s. per ton. 
Transport by sea and rail contributes about one-third of this price, 
and the war-increases are largely due to transport charges, to sea- 
freights more than railway rates. 

The analysis of profits is not very convincing. Both the State 
Mines show a profit, one of 2s. 6d. and the other of 4s. 11d. per 
ton. The declared profits on capital invested privately vary from 
nil to 10 per cent., but the tables which were to have shown the 
real gains to shareholders are left blank. The prices disclose 
profits averaging 43 to 5} per cent. on the cost of production ; but 
there is nothing to show the average rate on capital invested. 
The nearest approach is the rate of 5 per cent. on the nominal 
paid-up capital, shown by the excess of profits over losses in the 
balance-sheets of ten mines during the period 1913-18. The 
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profits made by shipping companies are apparently larger, as the 
Report justifies them by saying that even larger profits could have 
been obtained elsewhere ; but no figures are given. The conclu- 
sion is drawn that profits are unduly low in the industry ; but the 
facts given in support of that conclusion are extremely uncon- 
vincing. ‘The variation in costs leading to large profits for certain 
mines, while others make losses, is evident from the figures dis- 
closed, though the point is not emphasised. 

During the war period wage-rates were advanced 16} per 
cent. ; but, owing to increased output, the actual earnings rose by 
30 per cent. The cost of living rose 35 per cent. Actual earnings 
vary greatly, but in 1918 hewers seem to average about 90s. per 
week. The conditions of a miner’s life are not very pleasant, and, 
in particular, housing is worse than one had thought possible in 
New Zealand. The Report contains a bitter pill for people who 
are wont to boast of New Zealand housing, in the shape of twelve 
pages of actual photographs of mining townships. 

The Board finally’ comes to the conclusion that some form of 
nationalisation is urgently necessary, but rejects direct State 
ownership and management. It proposes a Dominion Coal Board 
‘of five members, the President appointed by the Crown, two 
representatives by the stockholders and two by the employees. 
This board is to take over the existing companies (and State 
mines) at a valuation and issue to the existing shareholders stock 
equivalent to the market value of their shares. Stockholders are 
guaranteed four per cent. on their paid-up capital, and any excess 
will be divided as a risk rate to stock-holders and bonuses to them 
and the employees. Housing is to be improved by levying three- 
pence per ton on all coal raised or imported, and the Coal Board 
is recommended to undertake the distribution of coal, including 
transport by sea. 

The Dominion Coal Board will need to be supplemented by 
some organisation of Pit Committees and District Councils, and 
if so extended the scheme should go a long way toward obtaining 
the economies of large-scale production without the prospect of 
political inefficiency, and should at the same time meet the legiti- 
mate demand of the workmen for a share in the control of the 


industry. 
J. B. CONDLIFFE 
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THE BritTisH ASSOCIATION. 


BOURNEMOUTH, SEPTEMBER 9TH-12TH. 


Section F (Economics and Statistics). 


Prestdent of Section F: Sir Hugh Bell, Bart., D.L., J.P. 
Recorder of Section F: C. R. Fay. 


THE President in his address surveyed the industrial and 
financial conditions accompanying the closing years of the war 
and the first months of peace. He indicated the seriousness of 
the economic situation and the necessity of facing facts. ‘We 
must,” he said, “obtain a larger product, if we are to have more 
to divide. Restrictions in output, whether produced by the act 
of the Legislature, the will of the worker, or (let us add) the 
hindrance of a tariff, will fail to effect this. None of the short 
cuts now proposed will lead us to our goal. . . . For my part, I 
rely on the common sense of my fellow-countrymen. The speedy 
abolition of all artificial prices, by which we shall get to know 
the real cost of what we buy, will be a great help. We may hope 
that on this will follow an earnest desire on the part of all to do 
their best for the common weal—convinced that on this intelli- 
gent altruism we are best serving our own ends.” 

The programme of the Section was grouped around three 
topics. 

(1) Capital and Labour. 


The Right Hon. F. Huth Jackson traced the origin, growth 
and working of the National Alliance of Employers and Employed. 
Mr. T. B. Johnston, of Bristol, spoke on “Industrial Councils 
and their Possibilities,’ recommending the erection of Whitley 
Councils in all staple industries, and submitting figures of com- 
parative costs in the pottery trade. He argued that publicity 
was essential to industrial harmony and a correct fiscal policy. 
The Hon. Sir Charles Wade, K.C., emphasised the same point 
from Australian experience. The compulsory fixing of prices in 
Australia “met with some success during the war, but must not 
be taken as a guide for peace conditions.” Rejecting wholesale 
nationalisation as impracticable, he believed the true remedy to 
lie in: “Public investigation of the costs of, and profits from, 
operations which are suspected of profiteering, by means of a 
tribunal of investigation with compulsory powers of extracting 
information and giving full publicity to the inquiry. Trusts and 
profiteers abhor the daylight.” 

Sir Hugh Bell, himself a big employer of labour, reviewed the 
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discussion. He put in a strong plea for the interests of the con- 
sumer and for free trade, pointing out the danger of employers 
and employed reaching an agreement as to price and output which 
penalised consumers. 

The Labour problem again came under review at the con- 
cluding session, when Professor Scott, Miss Grier and Professor 
Kirkaldy presented the Report of the Committee on ‘The 
Replacement of Men by Women in Industry.” The work of this 
Committee during the war played an important part in the nego- 
tiations which led up to the institution of the Whitley Councils ; 
and it may be noted here that the several Reports of this Com- 
mittee, and the complementary Reports on Currency and Finance, 
are about to be completed (the Association having made grants 
for this purpose for the current year) and reissued in more com- 
pact form. These will be of exceptional value to economists who 
have been on service during the war and therefore unable to 
watch current economic events. 


(2) Transportation. 

The Section was unfortunate in losing an opening paper from 
Sir George Gibb, owing to a breakdown in health, and wishes 
him a speedy recovery. Mr. W. H. Acworth, however, filled the 
gap with a vigorous exposition of Transport Policy, delivered 
with characteristic wit. He foreshadowed the improvements 
possible in our transport system without recourse to the hazard 
of Nationalisation. Lieut.-Colonel Sir J. G. Beharrel, D.S.O., 
followed with a paper on the “Value of Full and Accurate Statis- 
tics as shown under Emergency Conditions in the Transportation 
Service in France.” It was received with delight by every ex- 
service man, for the latter knows by bitter experience the damn- 
ableness of the doctrine that England succeeds by muddling 
through. The truth is that England succeeds in spite of her 
muddlers and pays a heavy penalty for her muddling. Colonel 
Beharrel showed the notable economies achieved by the applica- 
tion of accurate statistics to the organisation of the Transport 
Service in the B.E.F. Finally, Sir Charles Bright sketched the 
importance of the organisation within the Empire of communica- 
tions by cable, wireless and aeroplane. 


(3) Taxation and Currency. 

This group of papers produced the outstanding contributions 
of the meeting: Dr. J. C. Stamp, C.B.E., “The Special T'axa- 
tion of Business Profits in Relation to the Present Position of 
National Finance”; and Mr. R. G. Hawtrey, “The Gold 
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Standard.” It may be said without fear of contradiction that 
these two papers will be landmarks in the work of Section F. 
They are both printed above in this issue of THE EcoNomic 
JOURNAL. 

The British Association has of recent years urged sections to 
hold joint meetings; and Section F accordingly held two such 
meetings :— 

(a) With Section I—Physiology. Dr. H. M. Vernon opened 
with “The Influence of the Six-Hour Day on Industrial Efficiency 
and Fatigue.” The representatives from Section F were Miss 
C. Smith Rossie (Physiological Fatigue and Village Meetings 
Hall in Denmark and the Continent) and Mr. P. Sargant Florence 
(American experience). We must congratulate America on Cam- 
bridge’s loss. Mr. Florence made clear the difference between 
amateur and scientific investigation. Time only permitted him 
to touch on the fringe of his subject, but he gave as an example 
the results yielded by an intensive long period study of the effects 
on different classes of workers of an eight-hour and a ten-hour 
day. Students of these problems must keep their eyes open for 
the forthcoming official report by the Department to which 
Mr. Florence belongs. 

(b) With Section L—Education. The subject for discussion 
was “Business and Education.” The Recorder for Section F 
spoke on the “Task of the Universities.” He suggested that the 
principles of military training elaborated by the British Army in 
France are very relevant to this problem. It is to be hoped that 
this subject will receive further and fuller treatment when the 
Association meets at a big industrial centre. 

Why should readers of this JouRNAL attend the meetings of 
this Association? For three reasons :— 

(1) To hear good papers. 

(2) To learn how to say in five minutes what without prac- 
tice they will take twenty minutes to say. 

(3)—the most important of all—To make liaison with fellow- 
teachers, fellow-students and allies in the world of industry and 
labour. 

Discussion, formal and informal, personal contact, conversa- 
tion between old and young, between the man of letters and the 
man of business, are the strongest weapons in the armoury of 
higher education. 

Next year the Association meets at Cardiff; the year following 
at Edinburgh. ; 

C. R. Fay 
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OBITUARY. 


GusTAV COHN 

News has come to hand from Géttingen of the death there 
in September last of Gustav Cohn, Professor of Political Economy 
at the University. For many years Professor Cohn was a corre- 
spondent of the Royal Economic Society, and he was one of 
the few German economists who were acquainted with conditions 
in England. He spent some time here in 1873, publishing a 
learned treatise on English railway policy (Untersuchungen iiber 
die englische Eisenbahnpolitik, 2 vols., Leipzig, 1874-75), and 
since then he has striven to keep in touch with the trend of 
affairs in England. In 1883 he published a supplementary volume 
on English railway administration (Die englische Hisenbahn- 
politik der letzten 10 Jahre, Leipzig, 1883). 

Cohn was born on December 12th, 1840, in Marienwerder, in 
West Prussia; he attended the Universities of Berlin and Jena; 
and in March, 1869, he began lecturing at Heidelberg. In 
September of the same year he accepted a call to the Polytechnic 
at Riga, and here he spent three years. His teaching work was 
interrupted by his journey to England, and in 1875 he proceeded 
to the Polytechnic at Ziirich, remaining in Switzerland nine 
years and gradually building up a reputation as an inspiring 
teacher. In 1884 he was appointed to the Chair of Political 
Economy at Géttingen, and here he spent the rest of his life. 

Cohn was a prolific writer. His best-known work is his 
general treatise on Economics in three volumes (System der 
Nationalékonomie. Ein Lesebuch fiir Studierende), the second, 
on Public Finance, being especially useful. Cohn devoted much 
attention to financial questions; in 1892 he was appointed a 
member of the Imperial Commission on the Stock Exchange, and 
in 1895 he published a volume on this topic (Beitrige zur 
deutschen Bérsenreform, Leipzig, 1895). He has further to his 
credit a large number of essays in periodical publications, and 
he was among those who were greatly interested in the enfran- 
chisement of women. With his usual thoroughness he probed 
deep into the history of the movement, and wrote what was con- 
sidered a standard work on it (Die deutsche Frauenbewegung. 
Eine Betrachtung iiber deren Entwickelung und Ziele, Berlin, 
1896). M. EPSTEIN 
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ALEXANDER MACINDOE 


THE following note on the late Mr. Macindoe has been received 
from a Glasgow correspondent : “The late Alexander Macindoe 
was one of those valuable men who act as liaison officers between 
professional economists and business men. At the outbreak of 
war he was Chairman of the Glasgow Stock Exchange, and as 
such took part in the conferences between the Government and 
the stock exchanges of the country. Justly scouting the exag- 
gerated belief in the power of speculation to affect prices, he 
remarked with humour that the Government forbade speculation 
on the stock exchange because it would depress the price of stocks 
and on the metal exchanges because it would raise the price of 
metals. He was a competent, all-round economist of the classical 
school, if not pre-classical, as he seemed to consider that depar- 
tures from Adam Smith were generally for the worse, but he 
was mainly interested in currency questions. A strong supporter 
of the gold standard, he opposed the closing of the Indian mints. 
He early realised the effect on prices of the increased gold output,’ 
and acted upon his beliefs in his advice to clients. In this and 
other respects he had a reputation on the Glasgow Stock 
Exchange for putting his economic equipment to good use in 
business. His last paper was a protest against the over-issue of 
Treasury Notes.* He brought this subject also before the Glas- 
gow Chamber of Commerce, and was examined as a witness by 
Lord Cunliffe’s Committee. He was well documented in the 
history and literature of currency questions, with many a modern 
instance culled from his own business experience or observation. 
I can single out only two of the qualities which give value to 
his pamphlets, on the one hand an extreme fairness, caution and 
modesty in advancing what is doubtful or unproved, on the other 
an unflinching grasp of economic principle. In this last it seems 
to me that instructed amateurs of his type often surpass the pro- 
fessional economist. His loss is much more than a local one.” 


1 The Report of Lord Herschell’s Committee on Indian Currency. This and the 
other pamphlets were from papers delivered to the Royal Philosophical Society 
of Glasgow or its Economic Science Section, and are published by James 
Maclehose and Sons, Glasgow. 

2 The Increasing Production of Gold and its Effects wpon Prices. 
3 The High Prices of Commodities and the Inflation of the Currency. 
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CURRENT TOPICS 


THE following have been elected to membership of the Royal 


Economic Society :— 


Adhara, C. 

Bangay, C. 8. 

Birley, O. 

Brigden, J. B. (1920) 

Buckley, W. H. (1920) 

Butler, H. G. 

Cumming, J. G. (1920) 

Davies, J. 

Dean, W. H. 

Gairdner, A. C. D. (life) 

Guha, G. S. 

Ham, W. 

Hedgman, E. (1920) 

Irwin, 8. J. 

Josyer, G. R. (1920) 

Legge, Major A. E. J. 
(1920) 


Macfie, R. A. Scott (life) 
Morris, H. 

Minton, H. D. L. (life) 
Minty, L. Le M. 
Pollard, A. E. (life) 
Rashad, I. 

Rawlinson, A. T. 
Robinson, J. C. (life) 
Schlesinger, Dr. Karl 
Smiddy, Prof. T. A. (1920) 
Smith, Prof. J. G. (1920) 
Stone, J. E. 

Strakosch, H. (life) 
Walker, H. 

Watson, Rev. A. R. A. 
Worsfold, V. G. (life) 








Tue issues of THE Economic JourNAL for June, 1918, and 
June, 1919, are now out of print. As a few additional copies are 
urgently required for the purpose of completing sets, the Secre- 
tary of the Royal Economic Society would be much obliged if 
any Fellows who can spare their copies of these issues would 
return them to the Assistant Secretary, Mr. 8. J. Buttress, 
6 Humberstone Road, Cambridge. A payment of 5s. will be 
made for each copy so returned. 


Two publications have lately made their appearance which 
are of importance for those who wish to keep in touch with 
economic developments in Europe. The first of these is the 
Monthly Bulletin of Statistics, issued under the auspices of the 
Supreme Economic Council. Copies can be obtained through 
the Stationery Office at a price of 9d. each. The Bulletin begins 
with a summary statement showing the post-war progress of the 
United Kingdom, the United States, France, Italy and Germany 
respectively, in each month of 1919, as compared with 1913 and 
1918, in certain branches of economic activity, as, for example, 
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coal production, pig-iron production, ships under construction, 
imports, exports, and the index-number of wholesale prices. 
Analogous information is given in fuller detail in the subsequent 
pages. Perhaps the most interesting of these tables to economists 
is the comparative statement of index-numbers of wholesale 
prices and of retail prices respectively in a number of different 
countries. 


THE other publication referred to above is the Economic 
Review of the Foreign Press, which was formerly published under 
the auspices of the War Office, and is now appearing under private 
auspices. The Review of the Foreign Press, which was com- 
posed of selected and classified extracts from the Press of the 
world, had become of great value to economic students as well 
as to business men. During the recent campaign for economy 
it was decided by the War Office to abandon further publication 
of the Review of the Foreign Press and to disband the staff. 
Public-spirited private enterprise has, fortunately, stepped into 
the breach and the Review is to continue with the same staff as 
before, under the auspices of a very strong advisory council, the 
composition of which will guarantee the independent character 
of the Review. The Review. now appears weekly in two sections, 
designated the Economic Review (being a review and biblio- 
graphy of current publications dealing with finance, industry, 
commerce and social organisation) and the Political Review (being 
a survey of political affairs in all countries). The first number 
of each appeared on November 12th and November 14th, 1919, 
respectively. The price of each is 1s. weekly. Subscriptions and 
applications for specimen numbers should be addressed to the 
publishers, Review of the Foreign Press, Watergate House, 
Adelphi, London, W.C.2. The editors of THE Economic JOURNAL 
were permitted to make liberal use of the matter in the Review 
of the Foreign Press when it was published under the auspices 
of the War Office. Their experience of the Review justifies them 
in recommending it as really essential to any student of economic 
affairs on the continent of Europe under the extraordinary con- 
ditions of the present time. 





Tue Harvard University Committee on Economic Research 
has become responsible for a monumental production, entitled 
The Review of Economic Statistics, under the chairmanship of 
Professor C. J. Bullock and the editorship of Professor W. M. 
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Persons. The contents of the first four quarterly issues are noted 
under “Recent Periodicals” below. The subscription to the 
Review, including its monthly statistical service, is $100 annually. 
It is announced, however, that “since the purpose of the enter- 
prise is primarily scientific, the quarterly publication will be 
supplied, without charge, to a limited number of University 
libraries and of scientific investigators particularly interested in 
the problems with which it -will deal; the monthly supplement 
will be furnished only to subscribers.’’ 





AN event of more than local interest took place in Kirkcaldy 
on November 19th, when a bronze tablet, erected to mark the 
birthplace of Adam Smith, was unveiled by the Provost in the 
presence of a large assemblage of townspeople. Adam Smith was 
not only born in 1723 in the house which until 1844 stood on 
the site now marked by the tablet, but he spent there the greater 
part of his life, and there wrote (1766-1776) The Wealth of 
Nations. On the occasion of a recent pilgrimage of two Japanese 
gentlemen to Kirkcaldy, nobody could be found who could identify 
-the spot where Adam Smith was born. This state of affairs has 
now been remedied by the above gift of a public-spirited towns- 
man, Mr. William Black. 





RECENT PERIODICALS AND NEW BOOKS. 


Journal of the Statistical Society. 


Juty, 1919. The Wealth and Income of Chief Powers. J. C. 
Stamp, D.Sc. The results of examining an immense mass of 
statistics are lucidly exhibited. The Course of Women’s Wages. 
DorotHeEa M. Barton, M.A. After a survey of several occupa- 
tions—especially domestic service and textile trades—it is con- 
cluded that, whereas before the war the majority of women 
earned between 10s. and 15s. a week, they now earn between 
25s. and 35s. (12s. 6d. and 17s. 6d. by pre-war standards). 


Edinburgh Review. 


OctoseR, 1919. Taxation of Capital and Ability to Pay. Dr. J. C. 
Stamp. The tests of ‘‘ ability ’’ are furnished by the 
four questions: How much have you got? How did 
you get it? Of what does it consist? What charges 
have you to meet? In the third respect capital taxation, 
hitting pictures, motor-cars, etc., has some advantage over 
income tax; but on the whole capital taxation is but a sub- 
ordinate partner. More Economic Fallacies in Industry. Sir 
LynDEN Macassry. The subject of this sequel to the April 
article is fallacies hindering co-operation; the adhesion of work- 
ing men to Marxian doctrines (of which some astounding speci- 
mens are quoted from a certain ‘‘ red catechism ’’), the ‘‘ indi- 
vidualistic ’’ notions of employers fatal to sympathy, as shown 
by some examples. The Finance of China. The revenue and 
expenditure in 1916 were each nearly $472,000,000: a great 
advance on pre-republican budgets. The foreign debt is about 


£180,000,000. ‘‘ The greatest asset of China... is her high 
standard of political morality.’’ Municipal Housing. BERNARD 
Houtuand. The Drink Problem. Huan Etuior. ‘‘ The un- 


foreseen consequences of compulsory prohibition might greatly 
outweigh the more obvious ones.”’ 


The Fortnightly Review. 


SEPTEMBER, 1919. On the Road to Ruin. The British workman 
contrasts unfavourably with his American rival in efficiency, as 
proved by statistics of production, and in mentality, as illustrated 
by a recent pronouncement of the American Federation of 
Labour. The nation is heading towards bankruptcy and revolu- 
tion. The emigration of capital is a real danger, in spite of the 
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Socialist poet’s satirical description of the capitalists who 
‘‘ started to move their capitals; On board of ships they carted 
Their railways and canals.’’ The Economic Outlook in Europe. 
Sir GeorGE Patsu. ‘‘ The financial strength and credit of Great 
Britain are still undiminished.’’ She would have little difficulty 
in paying her way but for the help she gives to the Entente 
nations. France and Italy are indeed in a bad way; Germany 
and Austria more so. The one hope is in a League of Nations. 
Its credit would suffice to raise the necessary supplies of food 
and materials. ; 


Contemporary Review. 


NoveMBER, 1919. To avoid Strikes. Cuartes M’Curpy, M.P. 
Labour Unrest and the need of a National Ideal. H. SEEBOHM 
Rowntree. Five steps are needed: a minimum wage for all 
workers, a forty-eight-hour working week for all industries, 
adequate insurance against unemployment, measures to afford 
the workers more control over their industry and more interest 
in its prosperity. A Royal Commission should be appointed to 
consider the last two problems. The Position and Prospects of 
the Railways. W. M. Acwortu. There is a deficit which no 
conceivable economies can fill. A substantial increase in the 
existing goods rates is required. Passenger rates can hardly be 
increased further. 


The Nineteenth Century. 


NoveEMBER, 1919. Output and Reward. Lest Scorr, M.P. A plea 
for the retention of profits and payment of wages by results. 


The International Review 
(London : 10 Adelphi Terrace, W.C.). 


OcToBER, 1919. This number contains the text of the German capital 
levy; to which all movable and immovable property is subject. 
It is a graduated impost rising from 10 per cent. on the first 
50,000 marks to 65 per cent. on amounts over 2,000,000 marks. 
It may be paid in instalments extending over thirty years. 


Quarterly Journal of Economics (Cambridge, Mass.). 


Aueust, 1919. Federal Operation of Railroads During the War. 
Frank H. Dixon. Normal Price as a Market Concept. E. G. 
Nourse. On Stabilising the Dollar. E. T. Perers. Govern- 
ment Control of Sugar. Josnua Bernuarpt. The control was 
a decided success. 


The American Economic Review (Cambridge, Mass.). 


SEPTEMBER, 1919. Protection of Piece-rate. CuarLES W. MIXTER. 
A valuable contribution to industrial peace. The danger of 
rate-cutting is to be averted by intelligent governmental action. 
No direct interference with matters properly determined by 
supply and demand is proposed; only the substitution of defini- 
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tion and publicity for indefiniteness and secrecy. Organisation, 
Distribution, and Wages. Herpert Fets. The prevalence of 
collective bargaining demands a different theorising from that 
adapted to individual action. The marginal contribution from 
a group no longer determines the remuneration of any member, 
as pointed out by Taussig (Principles of Economics, Vol. IL., 
p- 151) and Carver (Quarterly Journal of Economics, February 
1919). A large group indispensable as a whole has much 
to gain by organisation. Theories and Tests of Monopoly 
Control. C.J. Foreman. Various legal definitions of mono- 
poly, absolute or partial, are discussed with learning and 
acumen. Statistics of Income. D. Fripay. An analysis of 
statistics published by the Commissioner of Internal Revenue. 
Are Stock Dividends Income? E.R. A. Seviaman. The grand 
distinction is between the actual receipt of income and the 
unrealised appreciation of capital. A cash dividend is income; 
a stock dividend is not. 


The Review of Economic Statistics (Cambridge, Mass.). 


January, 1919. Indices of Business Conditions: I.—A Study of 
Statistical Method. II.—Application of the Method to Indi- 
vidual Series. W. M. Persons. 

Aprit, 1919. An Index of General Business Conditions. W. M. 
PERSONS. 

Juty, 1919. The Balance of Trade of the United States. CHARLES 
T. Buttock, Jonn H. Wixuiams, Rurvus 8. Tucker. The history 
of the American Foreign Exchange is traced first from 1789 to 
1914, next during the Great War. The recorded excess of 
exports (of merchandise and silver) during the latter period was 
nearly $12,000,000,000; considerably exceeding the total excess 
in the period 1896--1914. The export of capital during the war 
period was nearly $11,000,000,000, made up of securities returned 
from Europe, private loans floated in the United States and (more 
than two-thirds of the total) direct advances of the United States 
Government. As regards the annual balance of indebtedness 
on invisible items, a pre-war adverse balance of $525,000,000 
will be replaced for the future by a favourable balance of 
$195,000,000. The great value of the record is enhanced by 
the application of economic theory and statistical arts. 


OctoBeR, 1919. The French Indemnity of 1871 and Its Effects. 
A. E. Monroz. This monograph seems to have been written 
without reference to Prof. Wagner’s standard work on the 
subject. British Financial Experience, 1790-18380. N. J. 
SILBERLING. An Analysis of the Exports of Merchandise from 
the United States. W. A. Brerrincre. Although the value of 
exports is now 217 per cent. more than it was in 1911-14, 
the quantity is only 42 per cent. greater. Although the maximum 
value of exports was in 1919, the maximum quantity was in 1917. 


Journal des Economistes (Paris). 


Auaust—SEPTEMBER, 1919. L’endosmose Socialiste. Yves Guyor. 
Le rapport de la Commission sur les Trusts. A. RAFFALOVICH. 
A description of the recent English report on Trusts. Les Con- 
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cordats Commerciaux de la paix. Frrnanp-Jack. La Question 
des Voies ferrées en Espagne. A. Marvaup. La Standardisa- 
tion. G. DE Novvion. L’Alliance Nationale des Employeurs et 
des Employés en Angleterre. A. RarraLovicn. The writer sees 
in this Alliance the reawakening of the anti-interventionist 
spirit. 

Revue d’Economie Politique (Paris). 


May-June, 1919. Les Idées économiques et sociales de Giuseppe 
Mazzini. G. Arras. The learned Professor of Political Eeonomy 
at the University of Genoa exhibits the views of his great 
countryman——hostile to communism, favourable to co-opera- 
tion. Le Papier-Monnaie en Turquie pendant la Guerre. J. 
Nerceot. Le Marché cotonnier du Havre pendant la Guerre. 
EK. AmpHoux. Les Causes de la hausse des priz. Baron C., 
MovrseE. [Continued and concluded. } 

The editors of the Revue announce that in view of changes 
caused by the war their publication henceforth will be a little 
less academic than heretofore; the articles will be shorter, and 
there will be a summary of contemporary economic literature. 

Juty-Aueust, La politique de paix sociule en Angleterre; les 
‘* Whitley Councils.’” E. Hautevy. L’état dactuel de la science 
des finances en Italie. G. Prrov. Une solution & la hausse du 
niveau général des prix. J. Morer. 

SEPTEMBER-OcTOBER. L’aluminium et la bauxite. Micuen AvGé- 
Lariwt. A propos des ‘‘ baraques’’ du ravitaillement. H. 
Bourein. Le Café et le marché du Havre pendant la Guerre. 
X. La doctrine sociale de Lenine. Cuartes Rist. An 
appalling description of Lenin’s doctrines as set forth in his 
last book on The State and Revolution, 1917. The ‘‘ discipline 
of iron,’’ the ‘‘ absolute submission to the will of a single person, 
the Soviet dictator,’’ are among the phrases in which was 
preached the tyranny which is now being practised. ‘‘ Justice 
and equality cannot reign in the first phase of communism.”’ 
M. Rist finds here traces of the doctrines which he had attributed 
to ‘‘ Anarchists ’’ in his Historie des Doctrines Economiques. 





Giornale degli Economisti (Rome). 


Avucust, 1919. Il mercato monetario e la guerra: X. L’organizza- 
zione scientifia del lavoro e il ‘‘ dumping: A. Cantar. Re- 
ferring particularly to the works of De Fleury and Izart. 

SEPTEMBER, 1919. Imposta straordinaria sul patrimonio e prestito 
forzoso. 3B. Griziort1. The proposal to substitute for a capital 
levy a forced loan with a low rate of interest is not recom- 
mended. Some combinations of these two plans are discussed. 
Il mercato monetario e la guerra. X. The study of money 
markets in war-time continued from former numbers is here 
concluded. 


La Riforma Sociale (Turin). 
Juty-Aucust, 1919. Gli indici dei prezzi ‘‘ necco.’’ <A. Castno- 
Canina. A collection of index numbers for different countries, 
showing the increase of prices during the war. Note critiche di 
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statistica economica. P. JANNACONE. An unfavourable criticism 
of Dr. F. Vinci’s L’elasticita dei consumi (Rome, 1919). Il 
calmiere per le pigioni dinanzi al parlamento subalpino. R. 
Baccut. 

Giornale di Matematica Financiaria. 


MarcH-SEPTEMBER, 1919. Sull’ assicuriazione obligatoria contro 
Vinvalidita e la vecchiaia. F. INSOLERA. 


Revista Nacional de Economia (Madrid). 


Marcu-Aprit, 1919. This number contains an account of the 
Spanish provisions analogous to our old-age pensions. Coal and 
Conservative Social Democracy are the subjects of other articles. 


NEW BOOKS. 


English. 


Building Industry, The Industrial Council for. The story of 
a revolution in industrial development. (The Garton Foundation.) 
London: Harrison. Pp. 158. 1s. net. 


Casson (H. N.). Labour Troubles and how to Prevent Them. 
‘*The Efficiency Magazine.’’ 1919. Pp. 208. Is. 


[Includes an account of the systems in operation at Cadbury’s and Harrod’s.]} 


CuarK (AuIcE). The Working Life of Women in the Seventeenth 
Century. London: Routledge. 1919. 10s. 6d. net. 


CLARKE (JOHN J.). Outlines of Central Government, including the 
Judicial System of England. Londor: Pitman. Pp. vi+111. 
1s. net. 

[A companion volume to Outlines of English Local Government by the same 
author, reviewed in THe Economic Journat for December, 1916. This new 
volume is, like the other, a well-arranged compilation of facts, with a good 
bibliography. Its treatment of the judicial system of England in a manner 
which should appeal to the general reader supplies a real want.] 

CuLBEeRTSON (W. SmirH). Commercial Policy in War Time and 
After. A study in the application of democratic ideals to inter- 
national commercial relations. With an Introduction by H. C. 
Emery Appleton. 1919. Pp. xxiv+479. 10s. 6d. net. 


FEDERATION OF BritisH InpustRIES. The Control of Industry, 
Nationalisation and Kindred Problems. A report of the Nationalisa- 
tion Committee of the late Executive Council. 


GASKELL (THoMAS PENN). The Curse of Cobdenism. London: 
P. S. King. 1919. 

[‘‘ The entire reversal of the fatal policy of 46” is advocated. The case for 
Protection is summed up (a Ja Wilson) in “‘ Fourteen Points”; e.g., “‘ The duties 
on imported goods are paid by the foreign seller and not by the home buyer.” 
“ Protection by increasing production affords increased employment and pay.” 
“Protection tends to cause an increase of exports and a decrease of imports.”] 

Hamiuton (C. J.). The Trade Relations between England and 
India (1660-1896). Calcutta: Thacker, Spink and Co. 1919. 
Pp. 263. 5s. 


[To be reviewed.] 
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Hawtrey (R. G.). Currency and Credit. London: Longmans. 
1919. Pp. 393. 

[To be reviewed.] 

Hicuens (W. L.). The New Spirit in Industrial Relations. 
London: Nisbet. Pp. 31. 6d. 


Hices (Henry). A Primer of National Finance. London: 
Methuen. 1919. Pp. 168. 5s. net. 

[Reviewed above. ] : 

Hooker (W. H.).  Britain’s Oversea Trade. London: E. 
Wilson. 1919. Pp. 140. 3s. net. 


Jorpan (W. Leicuton). On Payment of the National Debt. 
Four letters addressed to a statesman, with replies to current objec- 
tions. London: Simpkin, Marshall, 1919. Pp. 22. 9d. 


Mark (THISELTON). Efficiency Ideals. A short study of the 
principles of Scientific Management. London: Laurie. 1919. 
Pp. 127. 2s. 6d. net. 


Mining Industry, A Plan for the Scientific Control of. The Indus- 
trial Committee of the South Wales Socialist Society. Copies to be 
had from D. A. Davies, 38, Cemetery Road, Porth, Rhondda Valley, 
South Wales. 


Nicnotson (J. Surevp). Inflation. London: King. 1919. 


Pp. 143. 3s. 6d. 


[To be reviewed.] 

Prosser (T. E.). Piece-rate, Premium and Bonus. London: 
Williams and Norgate. 1919. Pp. vii+122. 6s. net. 

[Reviewed above.] 

SHEFFIELD (LorD). Imperial Preference. An examination of 


proposals for its establishment made on behalf of the Government 
of Mr. Lloyd George. London: Cobden Club. 1919. Pp. 35. 6d. 


Suirras (G. Finpuay). Indian Finance and Banking. London: 
Macmillan. 1919. 18s. net. 


[To be reviewed.] 


Suater (GILBERT), Edited by. Economic Studies. Vol. I. Some 
South Indian Villages. London: Milford. 1919. Pp. 265. 12s. 6d. 


Sutater (GitBertT). The Making of Modern England. London: 
Constable. 

[To be reviewed.] 

Smitu-Gorpon (Lionet) and O’Brien (Cruise). Co-operation in 
Many Lands. Manchester: Co-operative Union. 1919. Pp. 272. 
5s. 

[To be reviewed.] 

Tauzot (F. A.). Millions from Waste. London: Fisher Unwin. 
1919. Pp. 308. 21s. net. 


[The utilisation of waste products is recommended. ] 


Taytor (G. R. Stiruine). The Guild State. London: Allen and 
Unwin. 3s. 6d. net. 
M M* 
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Topp (Jonn A). The Mechanism of Exchange. London: 
Oxford University Press. 1919. Pp. 278. 

[A second edition of the book reviewed in THe Economic Journat, 1917. 
The original text has been little altered ; but there has been added a chapter on 
“Further Effects of the War,’’ dealing with the problem of deflation and the 
project of an international paper currency.] 


Wiuuiams (H. G.). Britain’s Financial and Economic Position. 
London: British Commonwealth Union. 1919. Pp. 47. Is. 


Witners (Hartitey). War-Time Financial Problems. London: 
Murray. 1919. Pp. x.+306. 6s. 


[To be reviewed.] 


Y.M.C.A. SETTLEMENT, SHEFFIELD. The Equipment of the 
Workers. London: Allen and Unwin. 1919. Pp. 333. 6s. net. 


[This is a compilation by over thirty collaborators, whose names are given but 
not their shares in the composition. A secondary title describes the work as 
‘* An enquiry by the St. Philip’s Settlement Education and Economics Research 
Society into the adequacy of the adult manual workers, for the discharge of their 
responsibilities as heads of houses, producers, and citizens.” About a quarter 
of the workers were found to be “ well-equipped,” able and determined to carry 
out “far-reaching changes in civilisation.”] 


American. 


Commons (T. R.). Industrial Bill. New York: McGraw Hill. 
London: Hill Publishing Co. 1919. Pp 198. 


Harris (Emerson P.). Co-operation, the Hope of the Consumer. 
New York: Macmillan Co. 1919. Pp. xxii. +328. $2. 


LavuGHuIn (J. LAWRENCE). Money and Prices. New York: 
Scribner’s Sons. London: P. §. King. 1919. Pp. 314. 


[To be reviewed.] 


LavuGuauin (J. L.). Credit of the Nations. A study of the Euro- 
pean war. New York: Scribner’s Sons. London: P. §. King. 
1919. Pp. 406. 


[To be reviewed. ] 


Pepper (C. M.). American Foreign Trade: the United States 
as a World Power in the new era of International Commerce. New 
York: Century Co. 1919. Pp. xv.+250. $2.50. 

[An enquiry into the character and policy of America’s foreign trade and 


her development as a creditor nation. The author has been Foreign Trade 
Adviser to the Department of State.] 


Sparco (J.) Bolshevism, the Enemy of Political and Industrial 
Democracy. New York: Harper. 1919. Pp. 289. $1.50. 


Wotre (A. B.). Works Committees and Joint Industrial Coun- 
cils. Philadelphia: U.S. Shipping Board Emergency Fleet Cor- 
poration. 1919. Pp. 254. 


[A report dealing with the “human factor in industry,” the Whitley Com- 
mittee recommendations, and various kinds of Councils.] 
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French. 


BarnicH (G.). Principes de Politique Positive d’aprés Solvay. 
Brussels: Lebégue. 1919. Pp. 170. 


[‘‘A general solution of the universal problem of Social Organisation, formu- 
lated in a cycle of principles,” by the Director of the Solvay Institute.] 


Coxtson (C.). Cours d’Economie politique. Edition définitive 
revue et considérablement augmentée. Paris: Alcan. 1915. Vols. 
1 and 2. 

[This is a new edition of the great work which was reviewed in THE 
Economic JOURNAL, with reference to the final volume on Transport.] 

Guyot (Yves). Les conséquences économiques de la guerre aux 
Etats-Unis. Paris: Agence Economique. 1919. 


Montcomery (Bo GABRIEL DE). Politique Financiére d’aujourd’hui 
principalement en considération de la_ situation financicre et 
écoromique en suisse. Vevey: Klasfelder. 1919, 

[To be reviewed.] 


Sotvay (E.). La Rémunération comparative du Capital et du 
Travail. Brussels: Van Buggenhoudt. 1919. Pp.26. 


Trucnuy (H.). Cours d’Economie Politique. Tome Premier. 
Paris: Recueil Sirey. 1919. Pp. xii.+458. Fr. 14. 


f [The course in Political Economy of the Professor in the Faculty of Law 
in the University of Paris.] 


German. 


Baver (S.). Arbeiterschutz und Vélkergemeinschaft. Ziirich: 
Art. Institut Osell Fiissli. 1918. Pp. 160. 7 frances. 


BENDIXEN (Dr. F.). Kriegsanleihen und Finanznot. Jena: 
Gustav Fischer. 1919. Pp. 32. 1.50 marks. 


[A suggestion for the creation of new money with which to repay the war 
loans. | 


Braun (Apotr). Der Friede von Versailles: Wirtschafts- und 
Sozialpolitische Ausblicke. Berlin: Julius Springer. 1919. Pp. 34. 


ConraD (Pror. Dr. I.). Volkswirtschaftspolitik. Jena: Gustav 
Fischer. 1919. Pp. 666. 24 marks. 


[This is the seventh and enlarged edition of a famous handbook, edited by 
Frof. A. Hesse, of Kénigsberg.] 


Fucus (Dr. R.). Die Kriegsgewinne der verschiedenen Wirt- 
schaftszweige in den einzelnen Staaten an Hand statistischer Daten 
dargestellt. Ziirich: Albert Miiller. 1918. Pp. 162. 7.50 marks. 


Hacks (J.). Die wichtigsten Volkswirtschaftlichen Probleme der 
burgerlichen Gesellschaft. Breslau: Priebatsch. 1919. Pp. 144. 


Loes (Dr. Ernst). Wirtschaftliche Vorgiinge, Erfahrungen und 
Lehren im Europaischen Krieg. Jena: Gustav Fischer. Part I. 
Pp. 108. 1918. Part II. Pp. 92. 1919. 

[A consideration of the effects of war measures on the economic life of Ger- 
many.] 
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Miter (Dr. Aueust). Sozialisierung oder Sozialismus? Berlin: 
Ulistein and Co. 1919. 3 marks. 
[A prominent trade unionist and former secretary of the Imperial Ministry 


of Economics considers the nature of socialisation and the conditions governing 
the same. He lays stress on the need in industry of the capitalist undertaker. | 


OPPENHEIMER (Dr. Franz). Der Ausweg: Notfragen der Zeit. 
Jena: Gustav Fischer. 1919. Pp. 74. 2.50 marks. 


[A series of essays by a well-known economist on the economic aspect of the 
German Revolution.] 


Passow (Pror. R.). Kapitalismus. Jena: Gustav Fischer. 
1918. Pp. 136. 5 marks. 


[An attempt by a professor at Kiel to arrive at. a satisfactory definition of 
Capitalism. ] 


Italian. 


I cc . Le fiuttuazioni stagionali nella vita econo- 
Bacui (Riccarpo). Le flutt tagional Ii t ono 
mica italiana. Roma: Lincei. 


Ernaup1 (L.). Il problema della finanza postbellica. Milano: 
Treves. 


Gint (Pror. Corrapo). Sul probleme finanzario del dopo guerra. 
Rome: Stato-Poligraphico. 1919. 


[Extracted from the Economic Supplement of the Giornale Il Tempo; one 
contribution to which was noticed in THe Economic JouRNAL, Vol. xxix, p. 120.] 


Prato (G.). La terra ai contadini o la terra agli impiegati. 
Milano: Treves. 


VaLentr (G.). L’Italia agricola e il suo avvenire. Roma: 
Lincei. 





